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MR H. C. C. MARSHALL 


General manager, Bank of New South Wales, who has been appointed 
chairman of the Australian Bankers’ Association for the coming vear 
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A Financial Notebook 





Free Trade Impasse ? 


THE approval of the Rome treaties 
by the parliaments of France and 
Germany should clear the way for 
general ratification and for inaugura- 
tion of the common market by 
the beginning of next year, with 
the first reductions in tariffs due at 
the beginning of 1959. At the same 
time, the move has highlighted the 
problems in the way of the creation 
of the wider free trade area. ‘The 
original procedure agreed in the 
OEEC was that negotiations on the 
free trade area were to be complete 
by the summer; but as some conti- 
nental countries, particularly France, 
were anxious to proceed to ratifica- 
tion of the common market treaty 
without introducing new complica- 
tions, Britain and the rest of the 
fringe countries agreed to defer 
actual negotiation of the free trade 
area treaty until the six gave the 
go-ahead. It is now expected that 
a ministerial meeting on the free 
trade area will take place in the 
autumn, possibly next month. The 
ministers will need to take decisions 
on the differences outstanding in 
the interim reports of the three tech- 
nical committees, which have now 
suspended work. 

The major stumbling block will 
be the treatment of agriculture. 
Opposition to Britain’s idea of total 
exclusion of agricultural produce— 
as opposed to special arrangements 
for them, such as are to be made in 
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the common market—has been har- 
dening on the Continent. M. Pineau, 
the French Foreign Minister, de- 
clared in the ratification debate last 
month that exclusion was “ unthink- 
able’. Denmark and the Nether- 
lands also are naturally strongly 
opposed to reducing their tariffs on 
manufactures without expanding 
their markets for foodstuffs. 


The Commonwealth View 


The big obstacle in the way of 
compromise by the British Govern- 
ment on this issue is not so much 
protection of domestic agriculture— 
for which provision could no doubt 
be made—but the stand on main- 
taining imperial preference. Nine- 
tenths of trade with the Common- 
wealth is in agricultural products, and 
it was the possibility of excluding 
these from the European free trade 
scheme that initially held out the 
prospect of entering such a scheme 
without weakening the Common- 
wealth link. ‘The Prime Minister 
last month stated bluntly that if there 
should ever be a conflict in this 
sphere “‘ the Commonwealth comes 
first”’. The one way through this 
impasse that now seems likely to be 
explored is an attempt to reconcile 
these various interests in piecemeal 
negotiations product by product. 

While they are assured of the 
maintenance of their agricultural 
preferences in the United Kingdom 
market, the overseas Commonwealth 
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countries see no danger in the free 
trade area. This emerged plainly at 
the meeting of Commonwealth prime 
ministers in London, and from sub- 
sequent discussions between the high 
Commonwealth civil servants who 
accompanied the premiers. ‘These 
discussions provided an opportunity 
to take a collective and broad view 
of the long-term effect of the project 
on world trade. From this stand- 
point, Commonwealth spokesmen 
have declared themselves actively in 
favour of Britain’s participation. 

Two other major economic ques- 
tions were raised at the conference. 
The first was Britain’s ability to 
supply capital, a question that affects 
all the Commonwealth countries and 
for India is an immediately practical 
one. Britain emphasized the limits 
on its commitments, and has not 
been able to grant India’s request for 
a loan of £200 millions. 

An unexpected proposal made at 
the conference was that by Mr 
Diefenbaker, Canada’s new premier, 
for a full conference on Common- 
wealth trade. This was met with 
some reserve, particularly on the 
part of the United Kingdom, which 
would be wary of any move to com- 
promise its moves to liberalization 
and non-discrimination. But the 
prime ministers readily accepted Mr 
Diefenbaker’s invitation that the 
Commonwealth finance ministers 
should hold their usual post-IMF 
meeting in Ottawa instead of Wash- 
ington next month, and take the 
opportunity for exploratory talks on 
trade. 


Dollar Securities Curb 


Three modest steps have recently 
been taken to permit freer use of 
sterling for current external pay- 
ments: following the extension of 
the tourist travel allowance to the 
dollar area and the grant of dollar 
allowances of up to £700 a year for 
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education, a long list of imports of 
raw materials from the dollar area 
was last month freed from quota 
restrictions, at a net cost of perhaps 
£3 millions a year. ‘These relaxa- 
tions have, however, been over- 
shadowed by a far-reaching tighten- 
ing in exchange control over capital 
transactions: residents of the United 
Kingdom are no longer permitted 
to purchase foreign securities from 
residents of the overseas sterling 
area. ‘This new restriction, which 
disturbs the general principle of 
maintaining free movement of capi- 
tal from Britain to other sterling 
countries, was forced on the authori- 
ties by a very substantial drain on 
the official reserves through a major 
leak in exchange control in the 
peripheries of the sterling area, 
mainly Kuwait and Hongkong. 

Through these free markets, facili- 
ties were provided ‘for a massive 
export of capital from Britain into 
North American securities ; and while 
direct dollar investments are now 
generally sanctioned by the authori- 
ties, new portfolio investment is 
generally disapproved. ‘The London 
market in dollar securities has always 
been intended to be in a limited pool 
of the existing securities held by ster- 
ling area residents. According to the 
regulations, the pool could grow 
only through capital appreciation, 
gifts and bequests. Since the titles 
to the securities have to be deposited 
with an authorized repository, the 
securities themselves constitute a 
second line of reserve which could 
be readily mobilized in case of urgent 
need—as happened in the two world 
wars. 

The first of these assumptions has 
gone completely astray. ‘The market 
in dollar securities has been per- 
sistently fed through the free markets 
in the sterling area. The resident in 
Kuwait has been and is free to sell 
sterling (resident sterling) against 
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dollars; and an active market in 
resident sterling has been operated 
by principals in New York and 
Zurich. With his dollars the nominal 
Kuwaiti resident has bought dollar 
securities in New York and sold 
them in London—permissible until 
July 5 as a sale from one “ resident ”’ 
to another. 


Effects of Kuwait Leak 

Such operations were profitable 
as long as the premium on dollar 
securities in London was larger than 
the discount on resident sterling sold 
against dollars; and the arbitrage 
thus forged an inverse link between 
these rates. Since the Kuwaiti 
operator or those to whom he gives a 
power of attorney, have the alterna- 
tive of using the dollars to buy ster- 
ling securities in New York and sell 
them in London, an operation that 
tends to bring together the rates for 
resident sterling and security sterling, 
there has hitherto been an inverse 
link also between the rate for security 
sterling and the premium on dollar 
securities in London. Now that resi- 
dents in Britain may buy dollar 
securities only from each other, the 
link has been broken. 

The effectiveness with which the 
new restriction has operated is re- 
flected in the subsequent movements 
in rates. ‘The restriction on the 
supply of dollar securities in the 
London market immediately raised 
the premium from 6} to 12 per cent, 
and it subsequently touched 20 per 
cent. Security sterling and resident 
sterling, which previously would have 
fallen with the rise in this premium, 
have risen, the discount on security 
sterling falling from about 6 per cent 
to 3 per cent. There is now much 
less scope to sell resident sterling to 
start a profitable round of security 
transactions. 

Resident sterling sold in_ the 
Kuwait market is used by the pur- 
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chaser for payments for ‘‘ invisible ’ 
services, such as shipping freights, 
throughout the sterling area, which 
would normally have been financed 
through the official market. ‘Thus 
the official reserves lost dollars or 
other currencies while British resi- 
dents gained dollar securities—at 
the considerable cost of the premium. 
The authorities have taken the view 
that such investment is not at present 
an appropriate alternative to build- 
ing up the liquid official reserve. 

It is reliably estimated that the 
increase in the holding of dollar 
securities by British residents 
through these leaks was of the order 
of $112 millions in 1955, $95 mil- 
lions in 1956 and was running at an 
annual rate of over $400 millions in 
the first half of 1957. 


Reserves Now 

This domestic speculation against 
sterling largely explains the dis- 
appointingly small recovery in the 
ofhcial gold reserves since the Suez 
crisis of confidence was checked by 
the mobilizing of second line reserves 
at the end of 1956. In the first half 
of this year, in which seasonal 
influences should have been favour- 
able, the reserves rose by $248 
millions (the detailed movements are 
analysed on page 552). ‘This was, 
indeed, only $17 millions smaller 
than the increase in the first half of 
1956. But that increase was itself 
unsatisfactory; moreover, there have 
this year been large special supports. 
These comprised principally the 
return of the $104 millions of interest 
on the North American loans, now 
deferred until the first years of the 
next century, and India’s loan of 
$200 millions from the International 
Monetary Fund—most of which was 
quickly withdrawn to finance India’s 
current needs. ‘The upshot is that 
despite the relief from the loan 
interest and despite the $561 millions 








received by Britain from the Fund in 
December, the reserves at mid- 
June, at $2,381 millions, were 
actually a few millions below their 
level in mid-1956, one month before 
the Canal nationalization. 

The prospect for the second half 
year is improved by the ending of 
the special dollar payments for oil, 
and by the recovery of oil earnings; 
and the reserves are still due to 
benefit from Germany’s deposit of 
£75 millions in prepayment of future 
instalments on its post-war loan from 
Britain, once the Bundestag finds 
time to sanction it. 

The immediate influences are less 
favourable. ‘The reserves in July 
were burdened with a payment of 
$21 millions in settlement of the 
June deficit with the European 
Payments Union; and the adverse 
psychological movement that fol- 
lowed the domestic inflation scare 
induced some official support, given 
at $2.78 against the dollar, and also 
against continental currencies. Late 
in the month, under pressure of 
heavy seasonal payments, the dollar 
rate fell below 2.784, its lowest this 
year. 


Germany’s New Bundesbank 


Among the bills that were rushed 
through the second Bundestag, whose 
life is being brought to an end by 
next month’s elections in western 
Germany, was that giving the central 
bank a new and rather more cen- 
tralized constitution. ‘This move has 
been debated since 1948; for the 
Bank deutscher Lander and _ sup- 
porters of its independence from the 
Government feared that this would 
be undermined. In the event the 
Government has made important 
concessions to its critics. If the 
Bundesrat, the upper house, gives 
its expected approval, the Bank 
deutscher Lander, which in its nine 
years of life has won a high inter- 
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national reputation for monetary 
management, will become in Sep- 
tember the Bundesbank, or federal 
bank. 

The change of name may now 
not mean as much change in status 
and practice as was originally feared. 
In a last minute gesture to the 
Lander (the States), whose own 
central banks will continue to exist 
beneath the Bundesbank, it was 
decided that their presidents are to 
be appointed not on the recom- 
mendation of the Bundesrat, the 
upper house of the federal parlia- 
ment, but on that of the Lander 
themselves. ‘The independence of 
the Bundesbank is specifically pro- 
claimed in the law. It is enjoined, as 
hitherto, to support the general lines 
of the Government’s economic policy 
but it is not compelled to obey 
specific instructions from it. 

In one major respect, however, 
the bank will be more dependent on 
Bonn than in the past. Its chair- 
man and vice-chairman are no longer 
to be appointed by the representa- 
tives of the Lander but by the 
federal Government—which _ has 
already announced the dismissal of 
its chiefs, Herr Vocke and Herr 
Bernard. Fortunately, the choice of 
their successors is unexceptionable. 
Herr Blessing, the chairman-desig- 
nate, is an able former member of the 
Reichsbank; and the choice as vice- 
chairman of a Socialist representa- 
tive, Herr Troeger, should help to 
give the bank all-party support from 
the start. It will have to be militant 
to defend its independence; but the 
auguries are fair. 


Local Finance Reform 


A white paper published last 
month gives details of the major 
changes proposed in the financing of 
local authorities in England and 
Wales. The proposals follow the 
lines foreshadowed in the Minister’s. 
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statement in February. The under- 
lying aim is to increase local re- 
sponsibility in finance. This is to 
be done in two ways: by raising the 
portion of local revenues provided 
by the rates (which in recent years 
has fallen below that from Ex- 
chequer grants); and by making the 
bulk of the Exchequer contribution 
in the form of a general grant untied 
to expenditure on specific services. 


Revenue from rates is to be in- 
creased by some £30 millions a year 
by rating industry and freight trans- 
port at 50 per cent instead of 25 per 
cent of their net annual value; about 
half this additional burden on in- 
dustry is expected to be offset by 
lower taxes. The Government pro- 
poses to reduce grants by £20 
millions, thus achieving a net saving 
of £5 millions itself and leaving the 
local authorities with a net £10 
millions of the additional rates. More- 
over, the new grant will be paid in 
advance, and in the transitional 
period the local authorities will re- 
ceive an additional £40 millions to 
cover the rising cost of services. 

It has proved impossible to abolish 
all specific grants—the highways 
grant is the most important to be 
retained. But such grants will now 


comprise one-third instead of five- 
sixths of the Exchequer payments. 
The new general grant will first be 
fixed in total, and the grants to 
individual authorities will then be 
weighted according to size, age, com- 
position and density of the popula- 
tion, and the rate product. The 
grants will replace a portion of the 
existing equalization grants (to be 
renamed rate deficiency grants). ‘The 
changes are designed to operate from 
the beginning of April next. 


Sweden’s Money Row 


A correspondent writes: The latent 
conflict between the Bank of Sweden 
and the Government dramatically 
broke into the open last month. On 
July 10 the Riksbank raised its 
discount rate from 4 to 5 per cent— 
the third increase since April 1955, 
when the rate was raised from 2? per 
cent. Mr Per Asbrink, the present 
Governor of the Riksbank and a life- 
long Socialist with a brilliant career 
in the civil service behind him, ex- 
plained the latest move in a broadcast, 
in which he reminded the nation of 
some of the inflationary symptoms in 
the economy. 

But the Governor and his board 
had not notified the Government— 
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an uneasy coalition of Socialists and 
Farmers—of this unexpected step, 
and the Government reacted with 
considerable violence. Hr ‘Tage 
Erlander, the Socialist Prime Mainis- 
ter, declared that the Government, 
and the Government alone, was 
responsible for the economic policy 
of the nation, and that the discount 
rate was an instrument of such 
policy. The Farmers, too, are 
strongly opposed to dearer money, 
and the latest move may turn out 
to be the final nail in the coffin of the 
present coalition. 

Yet there is not very much the 
angry government can do at the 
present moment. Under the Swedish 
constitution the Riksbank is state- 
owned; but control over it is exer- 
cised by Parliament, which appoints 
the six directors, including the 
Governor, but not the chairman of 
the board, who is appointed by the 
King in Council, 1.e. by the Govern- 
ment. The young Socialist Hr Per 
Eckerberg, who was appointed chair- 
man only in 1956, was now sum- 
moned by the angry Premier, who 
berated him for five hours and finally 
obtained his resignation. But the 
Governor and the other directors 
refuse to resign. ‘The Governor 
claims he has been appointed by, 
and is only responsible to, Parlia- 
ment. This will not reconvene until 
October and even then some time 
would have to elapse before it could 
deal with the recalcitrant Hr Asbrink. 

Moreover, the Governor is in a 
far stronger position than his three 
recent predecessors, none of whom 
had the courage to face an open 
showdown with the Government, 
however much they were opposed 
to interference with the Riksbank. It 
is hard to see how the Government 
can persuade members of Parliament 
to expel their fellow socialist. Nor 
is it desirable to get yet another 
Governor within this short time. 
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Finally, the forced departure of 
Hr Asbrink would be an _ open 
admission of the Government’s un- 
willingness to combat inflation by 
credit restraint. 

Meanwhile the veteran Socialist 
politician Hr Per Edwin Skdld, 
until recently Minister of Finance, 
has been appointed as the new 
chairman of the board of governors. 
He and Hr Asbrink have had strong 
differences before now. ‘Thus the 
situation remains highly explosive. 


Profits Tax Without Equity 


Strong pressure to end, or at least 
abate, the liability of building societies 
for profits tax was exerted on the 
Government from all sides of the 
House in the Finance Bill debate; 
the Chancellor felt unable to make 
a concession in isolation, but gave 
an undertaking to try to produce 
‘comprehensive proposals’ taking 
into account the recommendations 
of the Royal Commission on the 
treatment of all the institutions 
anomalously affected by profits tax. 
At present, profits tax at the undis- 
tributed rate (3 per cent) is levied 
also on the “dividends” of co- 
operative societies, and on profits of 
nationalized industries. 

The method of assessing the 
building societies is especially anoma- 
lous, and has been greatly resented 
in the movement in past years as an 
encroachment on reserves. ‘The so- 
cieties are charged at a special rate of 
a maximum of 2 per cent on their in- 
come less expenses, excluding not 
only the tax paid on behalf of mem- 
bers at the composite rate but also 
interest on deposits and shares. The 
Chancellor has turned down un- 
equivocally the plea for total exemp- 
tion; but assessment at the standard 
3 per cent on the retained surplus— 
the basis suggested by the Royal 
Commission — would afford relief 
from the bulk of the present burden. 
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Wanted—Leadership 


HE distinctive feature of the current wave of anxiety about 

Britain’s economic stability is that it has been occasioned not by 

any deterioration in the critical external balance nor principally 

by an ebbing of confidence in sterling overseas: this time the 
psychological attack has come from within—though it has naturally had 
speedy reverberations overseas. Periodically, realization dawns on the 
British public that its money is steadily losing its value; it then, naturally 
enough, demands in chorus that something must be done and acts indi- 
vidually to try to safeguard itself in case it is not. It is in the nature of 
this process that each successive awakening tends to be more rude and 
more prolonged; to restore confidence, it becomes progressively more 
urgent to demonstrate that the malaise is being treated at its roots. 

In the deluge of ministerial pronouncements last month, no such demon- 
stration was given; economic policy has been reduced to analysis and 
appeal. It would be difficult to exaggerate how much now depends on the 
grasping of the nettle, from the rebuilding of the reserves to the electoral 
prospects of the Tory party. ‘The fears for the purchasing power of the 
pound now dominate the economic and political scene; and as is brought 
out by the review on page 521, they are partly responsible for the standstill 
in monetary policy. Here of course is the reckoning for the failings of the 
past decade: but the fact that it confronts ministers who on the whole have 
put up a better showing against inflation than their predecessors is no 
accident. ‘The shock is that even they are not stemming the tide. 

It is enlightening to trace the course of the build-up of this latest inflation 
scare. Essentially, it dates from the gratuitous and unexpected award by 
the British Transport Commission of a wage increase of 5 per cent in late 
March, which set the pace for a comparable increase in engineering and 
shipbuilding and throughout most of industry. ‘This did not indeed deter 
a number of private economists from maintaining their projections of an 
incipient deficiency of demand—nor the monetary authorities from con- 
tinuing to give the impression that they might follow the market into a 
further Bank rate reduction. By mid-May, however, it became clear that 
the Bank was not prepared to make a move that would have been inter- 
preted as a green light; and the gilt-edged market plunged into unmitigated 
gloom. 

This was a flight from money. ‘True, price increases in the past year 
had been more modest than in most post-war periods, and the round of 
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wage increases was itself no larger than usual; but something different 
had been expected after two years of disinflation and dear money. There 
quickly followed, moreover, two further ominous portents for gilt-edged— 
the Labour party’s pensions scheme, providing for a hedge against inflation 
by investment of funds in equities; and the permission granted to Lloyd’s 
underwriters to hold up to 50 per cent of their funds in equities. Demand 
for gilt-edged virtually dried up while equities rose to a peak for the year. 

While devious interests and political opportunists were badgering the 
Chancellor to say what he intended to do to provide a “support”’ to the 
market, thus bringing the market’s fears into the forefront of the political 
scene, the re-discovery of inflation by the general public was brought on 
also by sudden realization that prices were about to climb off the Macmillan 
plateau—as, of course, they were bound to do under the pressure of 
higher purchasing power. An increase of 8 per cent in coal prices in late 
June was followed by increases in rail freights, electricity and gas tariffs, 
and the prospect of increases in steel. Against this background, opinion 
was hyper-sensitive to any further moves that might be seen as inflation 
signals—and three such moves followed on each other in quick succession. 


The Chancellor’s Coup de Grace 


The first was the round of increases in salaries to Members of Parliament, 
Ministers, members of major state boards—and to 600,000 civil servants, 
these at a cost of £20 millions. Whatever the intrinsic justification for 
these increases, their timing was unfortunate: they were taken, inevitably, 
as one more indication of current inflation, especially when it became clear 
that the increases to Post Office workers would have to be followed by 
substantial increases in postal charges—subsequently announced at a total 
of {42 millions a year. Secondly, and almost simultaneously, the move by 
the exchange authorities to close the gap through which United Kingdom 
investors have been adding to their holdings of dollar securities dramatically 
focused attention on the remarkable extent to which domestic investors have 
thereby in the past few months been hedging against sterling, at the expense 
of the official gold reserves. As explained fully in notes on pages 490-491, it 
is estimated that the purchases may have reached {£70 millions in the first 
half of 1957. Finally, both the moderate Mr Ernest Jones of the mine- 
workers and Mr Frank Cousins—back to his mood of militancy—of the 
transport workers, made it clear that they saw no scope for the Govern- 
ment’s projected “‘ impartial body ” to offer guidance on wages and prices. 

With this pile up of bear points it needed only a speech from the Chan- 
cellor to provide the coup de grace; and Mr Thorneycroft elected to make 
two major speeches in one week. Many gilt-edged stocks duly fell to their 
lowest prices ever—War Loan to 654% and 2} per cent Consols to 48 #;—while 
sterling dipped below $2.79 (see page 492). Equities were momentarily 
shaken by the possibility that the Chancellor would announce drastic new 
disinflationary measures; when he did not, the fall went no further. In his 
first speech the Chancellor caused some speculation by stating that while the 
basic industries of coal, steel, transport and power would “ of course ’’ be 
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given “ priority over ” advances in the social services, ‘‘ we have not hesitated, 
and we will not hesitate, to adjust even the most essential investment pro- 
grammes”; but two days later he quickly confirmed that he was speaking 
not of ‘‘ sudden panic slashes ” but of ‘ long-term phasing ”’. 

The nearest Mr Thorneycroft came to a new pronouncement of policy 
was to affirm, after reiterating the importance of credit restriction and 
especially of limiting bank finance of capital projects, his intention that “ the 
borrowing of money should be as difficult as the real shortage of resources 
demonstrates to be necessary ’’—and that “‘ we have decided again as a 
matter of policy ” that the price of money, too, should be related to the real 
scarcity of resources. This is reassuring—especially as the precept was 
promptly put into practice in a rise in rates charged by the Treasury on 
loans to both local authorities, in line with the recent rise in rates in the 
market, and to the nationalized industries. 

For the rest, Mr Thorneycroft saw no cause for any change in policy—" in 
my judgment it is a good policy. It is clearly defined. It is working...” 
—and devoted most of his attention to the familiar homily on how the 
public brings inflation upon itself by presenting monetary claims greater 
than its real output. It may be questioned whether a policy that necessitates 
a denial in July that there is to be an autumn budget is working; and despite 
Mr Thorneycroft’s hope that his remarks would not be interpreted as 
“mere exhortation ”’, that is what they were. In present circumstances, 
reliance on this approach is open to still greater objections than the long 
line of similar appeals so fruitlessly made by his predecessors. 


Wages—the Government’s Responsibility 

There is one sense, and one only, in which “ we”’ can consistently pay 
ourselves more for the same work: that is when “ we”’ are the Govern- 
ment or a state industry directly financed on current account by the Govern- 
ment. No one else can create money or run at a persistent deficit. The 
dramatic juxtaposition of real product and money incomes might more 
usefully have been thought of before ministers connived with the full pay- 
out by the bankrupt Transport Commission. And the spiralling implica- 
tions of increases based on keeping pace with “ comparable occupations ”’ 
might have been taken into account before granting a 5 per cent increase, 
for the second successive year, to all civil servants below the highest grade. 
The Chancellor in his preaching can point to no example. 

It may be asked bluntly what exactly Chancellors still hope to achieve by 
their speechifying on these well-worn lines. It now seems to be established 
that these ominous warnings-cum-primers in economics depress confidence 
at home and overseas: the mass of the public has its attention drawn to the 
weakness, while the sophisticated infer that once again only words are to 
be pitted against it. The popular scare, moreover, may add to the direct 
inflationary pressures themselves, by reinforcing the determination of wage 
and salary earners to keep their place—or, if they can, draw ahead—in the 
inflationary race. Is it reasonable to expect anything else—to expect 
unions to abstain voluntarily from exerting their bargaining power to the 
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advantage of their members? What defeated Stafford Cripps is not likely 
to be achieved by a Government of Tory and free enterprise convictions— 
nor by the abstract utterances of any independent body. 

This simple truth, evident apparently to all save ministers themselves, is 
often presented as a demonstration that a Tory Government can co-exist 
with the trade unions only by either accepting continuous inflation or by 
producing sufhcient unemployment to break their power. But the assump- 
tion that only intolerable unemployment is capable of exerting a natural 
brake on uneconomic wage claims—which has been used by successive 
Tory Chancellors, including Mr Thorneycroft last month—is surely a 
disingenuous Aunt Sally. What has first to be tried is simply a firm stand 
by the Government against any and every wage increase that is not demon- 
strably justifiable on grounds of economic efficiency and ability to pay. 


An Alternative to Talk 

The crying need of Britain’s economy now is of leadership on this 
central issue of economic stability. ‘The leadership would necessarily have 
to be bold as well as resolute, which might mean that its approach had to 
be crude and simple. Only a dramatic thrust would stand a chance of 
success. Consider for example—and it is emphasized that this is put 
forward as no more than an example for first consideration—the effect of 
a declaration that the Government would meet no new claims by its own 
employees for wage or salary increases based on either movements in the 
cost of living or pay increases in comparable occupations; that it would 
permit no such increase by the subsidized Transport Commission and 
place a strict interpretation on the statutory requirements of other state 
boards to make their ends meet; and that it would encourage private 
employers to follow comparable principles themselves. 

Provided the Government exercised its other essential function of 
economic leadership in full employment, the maintenance of a due restraint 
on the money supply, it is difficult to believe that an approach on such 
lines would not pay off. The initial popular reaction, of course, would be 
a howl of protest, particularly while the move was misunderstood as a 
blanket freeze on wage increases rather than a freeze on wage increases that 
seem to be the result and/or cause of inflation. ‘This would, of course, 
have a hard and apparently inequitable effect on those about to make good 
part of their loss from having lagged behind general increases in the past; 
but it is these wage and salary earners who stand to gain most from a halt 
to inflation. The really recalcitrant groups might be the big general unions; 
and the Government would certainly need to be prepared to stand up to 
strikes. But, especially if the aims were well carried across to the public 
—and with a positive attacking policy the lurid pictures of Chancellors’ 
speeches could serve their intended purpose—it is difficult to believe that 
they would not attract widespread, and growing, public support. 

It is an old maxim that the public is rarely as short-sighted as the poli- 
ticians assume it to be: and some evidence of the popular appreciation of 
the menace of the wage-price spiral has been provided recently by the 
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growing lack of public sympathy for strikes in support of pay increases. 
The reason why the public has failed to respond to successive Chancellors’ 
appeals for restraint is not because it is ignorant of the facts of inflation or 
even because it is prepared to tolerate them: it is because this, like traffic 
control, is no sphere in which results can be secured by voluntary action. 
A glimmering of hope has been seen in Mr Thorneycroft’s guarded accept- 
ance in the economic debate late last month of the need “ on occasions ’ 
for ‘“‘ an old-fashioned policy of saying * No’.” 

A check on wages is unquestionably the crucial need in the present battle 
against inflation; but that does not mean, as some observers have been 
suggesting, that there can be a letting up in restraints on the general level 
of demand. It has recently become fashionable to argue, on both sides of 
the Atlantic, that there is a clear-cut differentiation between demand 
inflation, implying an excess of spending power over resources and a conse- 
quent bidding up of prices, and cost inflation, in America termed more 
graphically “‘ wage-push ”’ inflation—which, it is said, may exist without 
any general excess of demand, being simply the result of an entirely auto- 
matic cycle of wage claims. ‘Taking this logic to its extreme—and there are 
many who in interpreting Britain’s experience in 1956 have done so—t 
appears that the effects on prices of wage inflation may actually be mitigated 
by a rise in demand to full capacity, since the increased spending power is 
then spread over a larger volume of goods. 


What Helps Wages Push 


It seems doubtful, however, whether the wage cycle is so independent of 
the course of demand as this suggests: certainly there were signs that the 
disinflationary policy of the past two years was having its effect on wages 
before the uneconomic railway award transformed the climate. Resistance 
by consumers to price increases—which in general can be induced only by 
a firm check on total demand in the economy—still provides the best 
resistant to wage increases. Whatever can be shown by crude comparisons 
of national income aggregates, it is surely evident in all experience since the 
war that the inflationary process at all its points quickens as the economy 
approaches flat out working. 

The economy at present still appears to have a certain, diminishing, 
reserve in hand—except most notably of free regular labour, the number of 
registered unemployed having ominously fallen below registered vacancies 
at the mid-June count, dropping to 1.2 per cent of the labour force. Other 
expansionist forces, too, have been gathering strength in recent months; the 
rise in output on which the Treasury is setting much store as an antidote 
to the wage increases is now estimated to have begun in the early spring. 
This plainly has owed much to the expected revival of hire-purchase buying 
of durable consumer goods, and particularly cars. Finally, the general feel 
of the economy has become noticeably more expansionist. 

However, so far as can be judged, the natural revival of demand does not 
yet appear to have proceeded to the point at which it itself threatens stability, 
either internally, through exacerbating wage claims and critically weakening 
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incentive to resist them, or externally, through sucking in additional imports 
and pulling goods away from exports. The prime cause of the current 
wage round, as has been seen, is the Government’s interference with market 
forces; whilst the external balance seems to be holding up well—on current 
account. It is estimated that if rough adjustment is made for the Suez dis- 
tortions, the crude “‘ gap ”’ between shipments of exports and landed imports 
in the first half of the year was broadly the same as in the first half of 1956 
—when there was a payments surplus of £154 millions. ‘The Prime Minister 
has stated that there should be “a really worth while ”’ surplus this year. 


Domestic Confidence and the Reserves 


But, once again, the reasonable showing on current account is not being 
matched in the reserves. In 1956 this was attributable to a substantial 
degree to the flight from sterling by overseas holders. ‘This year, with little 
more to be lost, this account has been approximately neutral; the chief 
strain, as has been seen, has come from flight of capital in British hands. 
The big leak has now been plugged; but the authorities will not suppose 
that if the incentive became big enough the less convenient routes would 
not be used, again diverting gold and dollars from the official reserves. 

The rebuilding of the reserves, it must be reiterated, assumes a greater 
urgency as each month goes by. Immediately, it is the essential indicator 
of external viability. And if that viability is to be sustained, the accumu- 
lation in the reserves will need to be large enough not only to meet the 
repayment of the $561 millions borrowed from the International Monetary 
Fund but also to build up the vital cushion against adversity. It is too 
seldom recalled that the past three years in which the reserves have been 
run down to near their effective minimum have seen no major adverse 
trend for Britain in the world economy. Except most recently, this has 
been a phase in which the rest of the non-dollar world has been, and Britain 
should have been, gaining gold and dollars from the United States. In a 
timely major work on “ The World Dollar Problem ”’ published last month 
—with which we hope to deal fully in a later issue—Sir Donald MacDougall 
gives a powerful reminder that the happy experience of the past few years, 
and notably through the American recession of 1953-54, cannot be taken as 
an indication that general dollar scarcity is not likely to recur; and he con- 
cludes that the one chance of meeting such a constriction without breakdown 
is to build up adequate reserves. 

To rebuild the reserves in Britain now, the prime need is to win back 
confidence—at home and overseas, the barrier is down. ‘That demands 
a lead on wages and the regaining of a firm hand on the money supply. 
Democratic governments tend to underestimate the amount of leadership 
their citizens will stand, or support. Periodically in recent years, polli- 
ticians have spoken of recapturing the ‘ Dunkirk spirit” in the British 
people in the battle against inflation. Once the politicians show even a 
shadow of Dunkirk leadership, and can be seen to be at grips with their 
task, the public may be expected to do its part. The Government will 


get the response it deserves. 
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America Too? 


OME people in Britain have recently found consolation, even comfort, 
in the fact that both Germany and the United States are apparently 
being faced with the same problems of inflation that have plagued 
Britain’s economy for so long. If inflation is indeed endemic in 
every modern industrial society that enjoys full employment, there is no 
room for relief in this country, even from the narrowest standpoint. For 
Britain with its special dependence on trade will always be more seriously 
disturbed by inflation than will its competitors. But, of course, the conten- 
tion of endemic inflation is by no means proven. Germany and the United 
States have in the past year experienced a rise in prices after a considerable 
period of stability—and, as it happens, the rise seems to have been larger 
than that in Britain. ‘There are strong inflationary pressures; but there 
are important contrary influences too. In Britain, on the other hand, it is 
hardly too much to say that inflation has not since the war had a real break. 
It is unwise, and liable to detract from Britain’s central economic task, to 
make over-simplified comparisons. 

The American economy has for some time been experiencing one of those 
pregnant pauses to which the native genius for graphic illustration has 
given striking and picturesque epithets—“ rolling readjustment ’’, “* seething 
stability’? and, the most recent example, “‘ sideways movement’”’. ‘There 
is no doubt that for some months past there has been a check to economic 
expansion. As shown in our regular table on page 539, the seasonally 
adjusted index of industrial production, which touched a peak of 147 (1947-49 

100) in December last, had fallen back to 143 on the eve of the summer lull. 
At that’ level it is no higher than in October, 1955. 

While production edges downward, the general atmosphere is tinged with 
inflation. The long plateau of prices in the United States, which endured 
for more than four years after the Korean disturbances, began to show 
ominous signs of a gradient last year. ‘The consumer price index which 
averaged 113.5 in 1952, 114.4 in 1953, 114.8 in 1954 and 114.5 in 1955, 
edged up in 1956 to 118.0 by December, and topped 120 this June—up 
3} per cent on the year. Employment and payrolls have been rising, despite 
lagging production, and the figures of consumers’ expenditure have created 
fresh records month by month. The inflationary symptoms have called 
forth the tightest credit policy in the United States since the Federal Reserve 
was fighting the speculative boom of the late 1920s. 

The economy is indeed “ spotty ’’—to use another Americanism—and 
there is much debate among the experts and economic soothsayers in the 
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United States of whether the dip in industrial production, now in its sixth 
month, may not generate a wider setback in the economy. ‘The uncer- 
tainties are heightened by certain personal considerations, notably the 
impending change of the top men at the US Treasury. Mr George 
Humphrey is returning to private industry whence President Eisenhower 
pulled him five years ago. He has been the strongest man of Eisenhower’s 
somewhat flabby administration. As Secretary of the Treasury he had his 
limitations. He is a protectionist at heart and bears part of the responsi- 
bility for the disappointing slowness with which the President’s liberal 
aspirations in matters of international economic relations have been reflected 
in practical measures. He may also have paralleled his colleague, Mr Charles 
Wilson, in thinking that what was good for Hanna Steel was good for the 
United States. But that was and is part of his robust belief in the virtues 
and qualities of private enterprise. He has been exceptionally tough, 
especially in dealing with the forces in Congress that are ever pulling in 
the direction of fiscal and monetary relaxation. He also had the courage to 
stand up to his President; the issue that precipitated his departure (though 
in general terms this had long been under consideration) was the battle 
about the size of the 1957-58 budget, in which the Secretary of the Treasury 
found himself criticizing the budget message which his chief had just 
introduced to Congress, and doing so in terms of “ haircurling depressions ”’ 
which left no doubt about the depths of his disagreement. With him go 
some of his most solid henchmen and particularly Mr Randolph Burgess, 
who has supported his chief as a valiant defender of orthodox national debt 
policy and of sound and if necessary dear money. 

The new Secretary of the Treasury, Mr Robert B. Anderson, an extrovert, 
expansive ‘Texan and an ex-Democrat, is an untried force in the realms of 
public finance. ‘That, perhaps, is as it should be. There is something to 
be said in favour of the thesis recently expounded at Oxford by Lord Attlee, 
in the course of a dissertation on “ how to be a Prime Minister ’’, namely, 
that ministers should not be sent to departments in the work of which they 
think themselves expert. 


Invective on Money Policy 


The basic problems Mr Anderson will have to tackle are now being 
discussed for him at inordinate length and with a wealth of irrelevancies 
by a Congressional Committee investigating monetary and credit policy in 
the United States. The terms of reference of this enquiry are as wide as 
they could conceivably be drawn, namely, “ an investigation of the financial 
condition of the United States”. It had been hoped that an enquiry, for 
which many demands have been made in the last few months, might be 
conducted by experts on something of the lines of the Radcliffe Committee 
in Britain. Unfortunately, the politicians in the United States would not 
let go so succulent a morsel and the enquiry is in fact being made by the 
Senate Finance Committee, whose proceedings have already lived up to the 
high standards of entertainment value demanded by the floodlights, tele- 
vision cameras and attending journalists. 
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At stake before this committee is the dearer money policy that has been 
steadfastly pursued by the Federal Reserve Board under the leadership. of 
its chairman, Mr William M. Martin. ‘The Democrats on and before the 
Committee have already launched their attack on the tight money policy 
which, as the Democratic leader of the Senate has already testified, is “‘ the 
most self-defeating policy that any administration has ever adopted in this 
nation . . . an economic cancer which clogs the normal arteries of trade and 
commerce and chokes our normal growth and development ’”’. At the same 
time, Senator Byrd, the chairman of the Finance Committee, states that 
the enquiry is “into inflation which has started again with its ominous 
threat to fiscal solvency, sound money and individual welfare’. Making 
due allowance for the rather higher pitch of political invective across the 
Atlantic, this set-to has a familiar ring in Britain. ‘The parallel extends to 
the pronouncements of the authorities themselves. President Eisenhower 
has recently used words the like of which have often come from Mr 
Macmillan’s and Mr Thorneycroft’s lips: ‘*‘ Government, no matter what 
its policies, cannot of itself make certain of the soundness of the dollar . . . 
there must be statesmanlike attitudes both by business and by labour ”’. 


Raising Prices at Under-capacity 


The emerging inflationary atmosphere of the United States has been 
well described, directly and by implication, by Dr Edwin Nourse who 
under President ‘Truman was the first chairman of the President’s Council 
of Economic Advisers. He recently told the Anti-Trust sub-committee of 
the Senate that he had noted with alarm a new feature in the American 
economy, namely, the fact that American business had been raising prices 
while operating at something less than full capacity. A notable example 
was the recent substantial advance in steel prices at a time when the industry 
was operating at under 90 per cent of capacity. American industry, it 
would seem, is losing some of its competitive fierceness. A contributory 
cause is undoubtedly the prevalence of high employment and buoyant 
purchasing power. In June average weekly earnings of industrial workers 
rose for the first time since the beginning of this year, more than offsetting 
their previous modest fall by jumping no less than 81 cents to $82.59— 
the highest yet except in December last. At the admittedly flattering 
official rate of exchange the average earnings of American industrial workers 
are thus up to a lush £30 a week. As was pointed out in these columns by a 
contributor two months ago, the wages pace set by the manufacturing 
industries, in which productivity is expanding rapidly, inevitably involves 
increases in prices in the ever-growing “‘ service ’’ sector of the economy. 

This mounting tide of labour costs, without a doubt, is one of the main 
factors contributing to the maintenance of an exceptionally high level of 
capital outlays by American industry. The latest report of the Securities 
Exchange Commission shows that business is still expecting to increase 
capital expenditures over the remainder of this year. In 1955 expenditure 
on plant and equipment amounted to $28? billions. In 1956 the figure 
rose to $35 billions. In the first quarter of 1957 the annual rate had risen 
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further to $36.9 billions, and in the second quarter to an estimated $37.3 
billions. Projections into the third quarter of 1957 suggest that in the 
first nine months of this year business expenditures will exceed by 9 per 
cent the previous record levels for the corresponding period of 1956. The 
exceptional volume of capital investment by private industry in the United 
States has been the outstanding expansionist force in the American economy 
in the past year or more, continuing unchecked by the dear money policy. 
By contrast, capital projects undertaken by the Government and other 
public authorities are running at comparatively low levels. This itself is a 
good augury for the maintenance of a high rate of industrial activity in the 
United States, for it would need comparatively little initiative and effort on 
the part of the authorities to set delayed public works into motion at the first 
sign of a serious ebbing of investment in private industry. 

Another important expansionist influence is the continued growth of 
consumer credit. The total of such credit outstanding at the end of May 
was $41,707 millions, an increase of $692 millions on the month and of 
$2,788 millions on the total in May, 1956. It now represents about 13 per 
cent of one year’s disposable personal income. This is four times or more as 
large as the proportion in Britain, but so far it has caused few serious eyebrows 
to be raised in the traditionally expansionist climate of the United States. 

There are, however, points in the American economy that bear the signs 
of some recession. ‘This is particularly true of private house-building. 
Housing starts, which numbered a record 1,329,000 in 1955 and had fallen 
to around 1,100,000 in 1956, were running at the annual rate of only 926,000 
in the first quarter of this year, though in the second quarter, when the 
Administration eased some of the restrictions on mortgage loans, starts 
picked up to around 965,000. Some of the slack in private house-building 
has been taken up by the increase in factory building and in construction 
of other business premises. A visit to New York or to any other large 
American city quickly reveals the pace of such construction: never before 
has there been so much tearing down and putting up in the United States 
as there is to-day and never has the rate of obsolescence of office and hotel 
buildings been as rapid as in this-decade. Anything more than twenty 
years old is suspect, almost anything more than thirty years old is con- 
demned outright. 

Perhaps the biggest current uncertainty in the American economy is the 
key motor car industry. It has not yet recovered from its record breaking 
effort of producing 7,900,000 passenger cars in 1955. In 1956 output 
slumped to well under 6 million cars. ‘There were widespread hopes that 
production for 1957 would recover to the 7 million mark, but it is evident 
by now that this hope must be abandoned. In the first quarter of the year 
the annual rate of output was 6,400,000 cars, and this fell further to 6,200,000 
in the second quarter. Unless the 1958 models are of such revolutionary 
and attractive design to recapture the favour of the American public— 
and of the women in particular—as did the first multi-coloured 1955 models, 
this industry may spread a little more recession to the rest of the American 
economy. It is largely the failure of the motor-car industry to live up to 
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its 1957 estimates of production that is responsible for the setback in steel 
production, now at around 85 per cent of rated capacity. 


Congress Turns the Screw 


Among the cautionary factors there must be counted, too, the mood of 
economy that has gripped Congress, and through it and its committees is 
beginning to affect action by Government departments. The battle on the 
President’s budget message has left deep scars on the Administration’s 
programme of expenditure. The cut of 100,000 men in the United States 
armed forces is one reflection of the astringent mood. Another is the decision 
of the Administration to curtail, and in some cases suspend, its purchases of 
strategic materials for stockpiling. ‘This has been the main factor behind the 
recent sharp fall in the world prices of copper, lead, zinc and wolfram. It has 
yet to be seen whether these falls will help to counter the upward trend in 
consumer prices. 

So far, indeed, the outcome of this juxtaposition of bullish and bearish 
factors in the American economy leaves the observer in little doubt where 
the balance falls: it is clearly on the side of inflation. As Mr Humphrey 
told the Senate Finance Committee, “it is impossible to deny that con- 
sumer prices have risen during the past year and that the capital goods 
boom shows no sign of ending’”’. ‘This is why the Fed has refused to 
yield to its critics and abandon its policy of monetary restraint. ‘Through 
its open market operations it has maintained excess member bank reserve 
balances at a very low level, and kept member banks so short of cash that 
borrowing from the Federal Reserve Banks has been fairly consistent. ‘The 
result has been an increase in short-term interest rates, which reached a 
peak in June, when the Treasury had to pay an average rate of 3.404 per 
cent on three months’ Treasury bills, the highest rate since 1933. ‘The rate 
subsequently fell a little, but the Treasury last month marked up another 
record, this time since 1923, by issuing notes for refunding at 4 per cent 
some redeemable at the investor’s option in either two or four years. 

In maintaining dear money the Federal Reserve authorities have at times 
encountered considerable opposition from political quarters; but they have 
usually, though by no means invariably, enjoyed the understanding and 
support of the Treasury. It is unlikely that Mr Anderson, the new 
Secretary, will reverse this policy. In any case, the President has con- 
sistently gone out of his way to reiterate the principle of the independence 
of the Federal Reserve. Mr Martin and his colleagues have in the past 
few years given ample and reassuring proof of their readiness and ability to 
pursue an unpopular course. In this lies the best hopes that the recent 
inflationary taints in the American economy will be held in check. The 
Fed’s independence of the Treasury ensures that its monetary policy is not 
compromised by the pursuit of a dual aim: it is governed by what the Fed 


judges the economy to require, not by what the Treasury wants its market 


to be. ‘That, in conjunction with America’s great productive flexibility and 
drive for higher productivity, provides the major defence against endemic 
inflation. 
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Except for Inflation .. . 


UDGING by the course of the stock markets, we are getting deeper 
into the inflationary mire than ever. Gilt-edged prices have been 
falling to new lows. War Loan as I write is below 66. ‘The yield 
on Consols, the premier British Government security, is £5 3s 6d 


per cent, virtually as high as the average yield on good-class equity shares._ 


Does this matter? The Chancellor of the Exchequer now seems to 
think that it doesn’t. He tells us that exports are rising, that production 
is on the up and up, that a lot of investment is going on and that there is 
a good chance of a balance of payments surplus. Everything in the garden 
is lovely—though there is, of course, this little matter of inflation which 
will have to be put right some time. By some unaccountable miscalcu- 
lation, it would seem, we paid ourselves £900 millions more last year for 
producing no more than in 1955. ‘If that happens of course prices will 
go up”. This will have to be attended to, but as for this talk of crisis, 
of course there is no crisis. 

Let me give Mr Thorneycroft his due. What has happened in the past 
month is rather a psychological than a physical deterioration. The two 
outstanding economic events have been, first the fresh collapse of gilt- 
edged prices and, secondly, the great rush to buy dollar securities which 
culminated in a new ‘Treasury regulation forbidding their purchase by 
residents in Britain except from other residents in Britain. 

The importance of these two market movements is that they are proof 
of an increase and a spreading of the fear that the value of our currency 
will continue to decline; and proof, too, of the growing desire on the part 
of the ordinary citizen to escape, if by any means he can, from the ill-effects 
of this loss of value. More and more people are getting frightened about 
inflation—I myself must be getting three or four letters voicing this fear 
for every one I received a year ago; and more and more people are scouting 
round for ways of contracting out of it—which most of them will succeed 
in doing very ineffectually, if at all. 

This spread of the fear of inflation will in the end provide the final proof 
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of the futility of the Slichter thesis of nicely graded, permanent inflation. 
You cannot grade or control an emotion like fear and any attempt to control 
the rate of depreciation of a currency must, therefore, sooner or later 
break down. 

Let us concede, however, that at the moment the physical facts provide 
no clear evidence of “crisis”. It is true that industrial production is 
expanding quite sharply. It is true that the overseas trade position does 
not indicate that there was any deficit on current balance of payments 
account in the first half of the year. ‘The overseas trade ‘“ gap” was £40 
millions greater than in the first half of 1956, but as there was a balance 
of payments surplus of £154 millions in the first half of 1956 there must 
be a strong presumption that, despite the effect of Suez on the “ invisibles ”’, 
we came out on the right side. 

It may be, therefore, that market fears have been running ahead of the 
facts. It is possible that a rally of the markets may be at hand. 

[ draw little consolation from these possibilities. ‘The hard fact remains 
that morally there has been a deplorable worsening of our situation in the 
past six months. The public is becoming increasingly impatient and 
irritated by the rise in the cost of living and the Government’s failure to 
stop it. The Government, for its part, now openly confesses its impotence 
to handle the problem. 


All Steps Short of Action 


Besides his television interview, Mr Thorneycroft has made two recent 
speeches about inflation. He said all the proper things about it. We 
must ‘‘ squarely face the problem of inflation and accept the policies necessary 
to check and curtail it... . We should put honest money first and other 
considerations . . . a long way after’’. Unfortunately, he entirely failed to 
convince his audiences that his will to act matched his sentiments. He 
made it clear, as indeed he had done in his budget speech, that he was 
not willing to press his anti-inflationary measures to the point of producing 
unemployment. He said he was sometimes told to dictate to the banks on 
their liquidity ratios in order to intensify the credit squeeze. He wondered 
if those who advocated this course—this was a tilt at Mr Harold Wilson 
who had written to The Times making this recommendation—wanted “ to 
use the banks as their agents to choke back production and raise unemploy- 
ment ’’. For himself, he was not ready to go further than request the 
banks to maintain (but not apparently “ intensify ’’) the credit squeeze and 
to hint vaguely at some new steps to prevent public investment developing 
“faster than available resources permit’’. Whether the Chancellor has 
anything more in mind than the raising of the Public Works Loan Board 
rates for local authority borrowing and the Exchequer rates for nationalized 
industry borrowing, which were announced on the day of his second speech, 
has not yet appeared. 

On present form, however, one can only conclude that the Government’s 
policy on inflation is to take all steps to combat it short of those which can 
be guaranteed to be effective. It is of a kidney with American policy in 
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1940 of ‘all aid short of war’’—and we know how effective that was. 

It would be interesting to know how Mr Thorneycroft and his colleagues 
argue their policy out among themselves. Interest rates charged to local 
councils and nationalized industries are to be raised. Is this, or is it not, 
to induce these bodies to reduce their new capital works programmes ? 
If it is, will the consequence be reduced employment of men and materials 
or will it not? If the consequence is a reduction of employment of 
resources, how is this policy different from ‘“ choking back production and 
raising unemployment ’’—except, of course, that those are the sort of 
words you use when it is your opponents’ and not your own policy that 
you are referring to. 

If the Government’s policy for curing inflation must necessarily cause 
some unemployment, why cannot they be honest and admit it? This, of 
course, applies equally to the Opposition. When Mr Harold Wilson wrote 
to The Times advocating certain technical steps by which the banks would 
be able to make their credit squeeze more effective, he did not go on and 
explain that, of course, the only point of a credit squeeze is to prevent 
some industries from maintaining their previous level of activity and 
employment. He was no more forthcoming about the consequences of 
the course he was arguing for than Mr Thorneycroft. But, of course, 
Mr Wilson is not in ofice—yet—and he may still be permitted a modicum 
of disingenuousness. 

‘If a nation pays itself 7 per cent more for doing no more work, as 
happened last year, price increases will follow as night follows day’. ‘That 
is what Mr Thorneycroft said in opening the United Kingdom Provident 
Institution’s new building, and there is nothing at all wrong with Mr 
Thorneycroft’s powers of expression. But why then the need of “an 
impartial body to produce an independent analysis of the related problems 
of incomes, costs and prices ”’ ? 

If ever a Government clutched at a reed, this Government is clutching 
at one in proposing the establishment of such a body as this. What on 
earth is the sense of it? Why do we want an independent and impartial 
body to tell us that night follows day ? 

The only possible answer is that the Government still cherishes the hope 
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that the trade unions can be talked into sweet reasonableness if only the 
right blend of words can be discovered. ‘The response of the unions to 
the proposal has so far been anything but encouraging, but even if they 
are prevailed upon to accept and co-operate with such a body, it is quite 
obvious that it can provide no substitute for a firm Government economic 
policy. Mr Thorneycroft expressly made that admission of the Radcliffe 
Committee on money and credit. How he could think that the case can 
be different if the subject for discussion is incomes, costs and prices, I do 


not know. 


Wanted—a Strong Chancellor 


The remedy for inflation is what it has always been, control of the flow 
of money by the authority issuing the money. ‘The State cannot abdicate 
this control in favour of any body, however expert and authoritative. 
Increased production is not, as so many people still seem to think, an 
alternative remedy, unless unit costs of the additional output are lower than 
those of existing output. Under conditions of excess demand for labour, 
such as those now prevailing, labour costs are apt to rise and not to fall, 
because of overtime rates and other supplements to standard weekly 
wage rates. 

Is there anything more that the ordinary man can do to resist inflation ? 
I was asked that question the other day by a man sitting next to me at 
lunch. He was a Member of Parliament. I said I[ did not know that 
there was anything beyond exercising his democratic rights and power to 
express his views in the House and in the country. Would the formation 
of a popular Anti-Inflation League on the lines of the Anti-Corn Law League 
be of any use? I don’t know. It might be if it went about its job in the 
right way. The trouble about this inflation business is, as we ought to 
know by this time, that it is worse than useless to wait for the symptoms 
to show themselves and then attack them. 

A sort of Poujadist rebellion against rising prices can only be of any 
service if it frightens the Government so thoroughly that it immediately 
sets about taking the measures which will stop the next round of price 
rises, which means stopping the next round of wage advances. I wish | 
could think that the indignation of the ‘Tory ladies on the local associations 
at the rise in the cost of living, of which I hear, was likely to produce this 
effect. So far, the Government still seems to be more frightened of its 
opponents than its friends. As we can’t change the Government—except 
for the worse—in the next couple of years, the prime need of the moment 
is to have a strong Chancellor of the Exchequer. I am afraid Mr Thorney- 
croft does not measure up to that specification. But no more, unfortunately, 
does the Prime Minister, who after saying at Bedford that the great mass 
of the people had so far managed to contract out of inflation and let “* the 
fixed income groups, pensioners, people living on small savings ’’ bear the 
heat and burden of the day, was quite content to leave it with just another 
vain appeal for common sense and responsibility. If that is not contracting 
out of responsibility, what is ? 
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Central Banks tor 
New Dominions 


When a colony achieves political fronts the government of the territory, 
independence — as Malaya, following the commercial banks and foreign traders 
Ghana, will do at the end of this that operate in it, and the sterling area 
month, with the West Indies and mechanism with a range of monetary 


Nigeria due to follow in a few years— problems that have hitherto been absent. 
it 1s likely to choose monetary inde- Dr Ida Greaves, a noted authority in 
pendence also. It is not generally colontal finance, here considers the prob- 


realized, because the peculiar structure able nature of the transformation 
of the colonial financial system is little against the background of the trad- 
understood, that this automatically con-  itional  system.—EDITOR. 


By IDA GREAVES 


# 


CENTRAL bank has become the mark of political independence. 
In the Central African Federation, indeed, it has preceded it, 
having started business in recent months. ‘The Bank of Ghana 
will be in operation by next year; the principle of a central bank 
for Malaya and Singapore has long been agreed, the controversial issue 
being its form; the question has been raised in connection with Nigeria; 
and the West Indies have laid claim to a central bank of their own. Yet 
while there has been some public discussion of the change in the relations 
of the Colonial Development Corporation with colonies that become self- 
governing, little interest has been shown in the far wider changes that are 
involved when new central banks replace the colonial monetary system. 
‘* Central bank ”’, like “ self-government ”’, is a general term that can cover 
a variety of working conditions, and I am not going to try to forecast all 
the possibilities of monetary policy that may or may not arise in the different 
self-governing countries, nor am I going to discuss the variations in political 
background and economic conditions that differentiate their future prospects. 
My concern here is with the fundamental monetary character of the move 
to central banking, and with certain effects it must necessarily have upon 
the previous relations of a colony with the monetary system of the United 
Kingdom. 
The plans and proposals made public so far provide for the territories 
concerned to remain in the sterling area and to maintain the existing sterling 
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value of their currencies. It seems also to be the general plan for the 
central bank to take over the control of the currency from the previous 
currency board or commissioners, and to assume a corresponding responsi- 
bility for issuing and redeeming any amount of currency on demand in 
exchange for sterling in London. At the same time the existing currency 
funds are to be turned over to the central bank, which thereby falls heir 
to a long accumulation of sterling assets. 

While the Bank of Ghana Ordinance fixes the amount and type of “‘ local ”’ 
(i.e. national) securities against which the bank may issue currency, there 
is no reason why a uniform rule or practice on this point should prevail 
generally. Not only will competent management find advantage in having 
some flexibility in its reserve policy; the task of maintaining convertibility 
with sterling in changing circumstances is likely to be too complex for 
reliance to be placed on so simple a formula as a fixed ratio of sterling 
currency reserves. A central bank will also bring some administrative 
changes in government finance: it will become the holder of government 
funds, which have hitherto been distributed between commercial banks and 
the colonial government’s accounts with the Crown Agents in London. 
But the most important réle of a central bank can be as lender to the 
government and instrument of a national credit policy; how far the new 
central banks engage in these wider operations are question marks for 
the future. 

To appreciate fully the significance of having a new institution with 
central banking functions in a country that abandons its colonial admuinis- 
trative status, it is necessary to recall the nature and organization of the 
customary monetary system to which the colony has belonged. Perhaps it 
is because this system has for a jong time worked smoothly without attracting 
wide public attention that the implications of changing it have not caused 
more discussion. But it is just because of this unique background that the 
experience of non-Commonwealth countries with new or rudimentary 
central banks cannot offer a significant parallel of the change to be expected. 


Banking Integrated with Britain 

Historically, the monetary relations of the colonies with the United 
Kingdom have been very close. Indeed, currency and banking in the 
colonies have for practical purposes been an integral part of the English 
monetary system. No colony has either an independent currency or an 
internal monetary authority. The sterling value of colonial currency 1s 
fixed by law, and a colonial government has no monetary responsibility 
bevond that of a currency officer with the administrative function of selling 
and buying local notes and coins for sterling on demand at the fixed rates. 
There is no official regulation of bank credit, and neither need nor provision 
for foreign exchange reserves. External payments are normally made 
through the commercial banks, which comprise mainly branches of United 
Kingdom banks; these fix rates for the different centres and maintain 
balances in them according to their own judgment. Under this system, a 
deposit in a colonial bank can always be transferred to London as readily 
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as it can be withdrawn locally, and there is no difference for the colony 
between spending externally and internally. 

For a colony, foreign exchange problems arise only from the relation of 
United Kingdom sterling to foreign currencies, which in recent years has 
involved particularly economy in the use of dollars. But there have been no 
restrictions on sterling transactions between a colony and the United 
Kingdom or other parts of the sterling area. ‘The accumulation of the 
much publicized sterling balances by the colonies—at end-1956 these 
totalled £1,286 millions, comprising 373} per cent of Britain’s sterling 
liabilities to all countries—is mainly a result of colonial governments and 
their agencies using the London market for both short-term and long-term 
investments. The sterling balances of the banks (including holdings of 
Dominion securities) amounted to only £250 millions, and no other non- 
official holdings are included in the published figures. A substantial part 
of the official balances is held for specific purposes—such as sinking funds, 
pension funds, and commodity price stabilization—and would therefore 
not become available as free foreign exchange reserves without legal 
adjustment. 

Meaning of Monetary Independence 

When a central bank begins to operate in such conditions, it is not merely 
an addition to the existing monetary system; it is a completely new departure 
in monetary affairs. For one thing, as an internal monetary authority 
issuing a separate currency, a central bank marks the end of the contro! 
over currency in the colony exercised by the United Kingdom. And this 
at the same time brings to an end the system that provides every colony 
with a circulation that is in effect United Kingdom sterling issued in the 
colony’s customary denominations.* The change of system is not merely 
administrative, in that control is exercised internally instead of externally, 
itis monetary. ‘The central bank is issuing a new currency, the legal tender 
of a different government from the old, which has an independent relation- 
ship to all other currencies, and a foreign exchange rate determined on its 
own account. 

A central bank of an independent state, therefore, has a problem of con- 
vertibility which did not arise in the colony. External trade and investment 
become international in character—that is, for holders of the territory’s 
money, there is now a difference between making payments internally and 
externally. Moreover, with a central bank as its instrument, the govern- 
ment can embark on positive measures of monetary policy, which will 
present new problems to traders and investors who hitherto have not had 
to consider the stability of the local currency apart from sterling. The 
Bank of Ghana Ordinance states that the Ghana pound shall have parity 
with the pound sterling, but at the time of celebrating independence a 
local newspaper declared that the Ghana pound “ is bound to have a destiny 


* A full account by an eminent authority of the monetary system in each of the colonies 
was published in a series of eight consecutive articles in The Banker from July, 1948, to 
March, 1949. ‘The series was later revised and reprinted in book form and is still available 
from the publishers at 3s 6d.—krpDITOR. 
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all its own’’. Many people would agree with this forecast without neces- 
szrily agreeing about the different destinies involved. 

With the legal and administrative framework represented by colonial 
currency there goes more than a century of private colonial banking. It 1s 
on this system of commercial branch banking that the modern currency 
system of the colonies is based; and the fund of sterling assets that a central 
bank takes over from the currency board originated in the purchase of 
currency for London sterling by the commercial banks. Except for a few 
outposts such as St Helena and the Falkland Islands, every colony has at 
least one branch of a bank with a head office in London, and most colonies 
have several branches of different banks. 

In effect, therefore, banking relations between the colonies and London 
are on a domestic and not an international basis. ‘The branch of a bank 
that operates under a recognized charter from an overseas centre, whether 
in the United Kingdom, Canada or Australia, is not subject to further 
regulation in a colony. ‘The credit it extends and the balance sheet it 
maintains depend entirely upon its own judgment and the rules of its head 
office, and until a few years ago no information on such matters as the 
volume and character of banking transactions in the colonies was published. 
The rise and expansion of the colonial banks belongs to an era when private 
business was not regarded as a public problem, and soothsayers did not 
need a diet of statistics. ‘This, however, already shows signs of change, and 
one of the functions usually proposed for a central bank is that it should 
collect economic statistics and provide the government with information 
relevant to monetary policy. At present, there are many aspects of colonial 
credit and finance on which only the commercial banks have information. 








Emergence of Exchange Problem 

‘The commercial banks have provided the reserves of the colonial monetary 

| system out of their own resources and through their links with the London 

money market. ‘They form a banking system that puts the colonies on a 

domestic footing not only with the United Kingdom, but with each other. 

Making payments between different parts of the system, irrespective of the 

geographical frontier to be crossed, is simply a matter of transferring funds, 

not a problem of changing different currencies. In practice this means that 

residents in a colony enjoy the freedom and flexibility of a much larger and 

stronger banking system than one confined within their own frontiers. 

The banks do, of course, charge a commission on remittances between 

different places, but this sometimes applies also to transfers between different 

branches in the same colony, and represents the price of a service, not a 
rate of foreign exchange. 

These underlying differences in external payments made by the colonies 
and by independent members of the Commonwealth which have central 
banks is recognized in the separate classification of the two groups in, for 
example, the published figures of sterling balances. When a colony or 
tormer colony establishes a central bank, it changes its status in the sterling 
area not only administratively, presumably being able to exercise more 
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choice in drawing from the dollar pool; it becomes confronted at the same 
time with new problems of foreign exchange which call for consideration 
and calculation in a way that external payments have not demanded hitherto. 
The central bank gains possession of the currency redemption funds in the 
colony’s sterling balances, and it is probable that the greater part of them 
will have to be retained as foreign exchange reserves. 


In addition to the payments for current trading transactions handled by — 


the banks, individuals and institutions in a colony have been free to make 
external investments as they pleased—subject, of course, to recent United 
Kingdom controls on foreign exchange. Some institutions, such as savings 
banks, insurance companies, and building and loan societies, are required 
by law to invest a certain part of their reserves in sterling gilt-edged 
securities. Apart from the provisions of United Kingdom exchange control 
since 1939, colonial governments have paid no attention to the external 
investments held or made by residents. A central bank of an independent 
country, however, may be expected to do so. However much central banks 
may contribute to internal development, they seem liable to a chronic 
shortage of external resources. We are often told about the belated oppor- 
tunity offered by a central bank for developing a local capital market as an 
alternative to the habit of investing savings abroad, but very little evidence 
has been collected on such matters as what the economy of a particular 
territory offers in size and diversification of investment, and to what extent 
security and profits are likely to be found there by investors. 


Implications for UK Banks 

The establishment of a central bank entails not only a separate currency, 
but also a separate banking system, and this represents a substantial reduc- 
tion in size and scope from the system to which the colony belonged. ‘The 
Bank of Ghana Ordinance summarizes the transformation when it says: 
‘The offices and branches of a bank operating in Ghana and elsewhere 
shall be regarded as if those offices and branches constituted a separate 
bank carrying on business in Ghana’. ‘The central bank has power to 
regulate the operations of commercial banks in its area, and irrespective of 
how this power is exercised, its existence constitutes a fundamental change 
in the position of the branches of the overseas banks which have carried on 
by far the greater part of the banking in colonial territories. Not only will 
metropolitan head offices now have to reckon with the possibility of 
fluctuating currency values for the local assets of their various branches, 
but the ‘‘ separate bank ’’ as defined in the Ghana Ordinance will find that 
matters that have previously been entirely its own private business, such 
as the proportion of its assets to liabilities, and division of assets between 
lccal and London investments, are subject to regulation by the new local 
monetary authorities. The central bank of Central Africa is already 
arranging for minimum deposits to be maintained with it by all com- 
mercial banks operating in the Federation. 

There will undoubtedly be differences in the scope and climate of banking 
and other business in different countries after they are independent, and | 
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do not mean to imply that disturbances in monetary affairs must be expected 
because a central bank takes control. I am pointing simply to the charac- 
teristics that differentiate an autonomous banking system from the traditional 
colonial monetary system. Probably the focus of these is that external 
transactions which were automatically part of the United Kingdom’s money 
and banking system now become dependent on policy and administration 
in the overseas country, and subject to risks and regulations from which 
they were previously free. And such matters involve operating costs and 
contingency reserves for all the business concerns involved. 

It seems to me that the colonial banking system of the past hundred 
years has been able to finance the maximum of trade with the minimum of 
capital, whether this is regarded as representing monetary reserves, or 
foreign exchange. At the same time the system enjoyed a monetary basis 
that reduced currency risks to a negligible factor in its operations, and it 
was free from political pressures. ‘These conditions meant that banking 
costs were at a minimum, and in consequence most colonies have had 
banking charges that compared favourably with those in other countries 
with similar economic conditions. In so far as a separate currency and an 
autonomous banking system increase the risks of the commercial banks, it 
seems inevitable therefore that they will also increase banking costs. This will 
affect domestic business and investment no less than international transactions. 
In practice this will mean no more than that colonial trade takes on an inter- 
national character, and the implications of risk in different parts of the 
world are by no means uniform. Rhodesia, for instance, can scarcely be 
less attractive to external investors with a central bank than it has been 
without one. 

Most important of all, the government itself has to adjust its outlook 
anc actions to the change from a colony’s traditional monetary system. On 
the one hand, the administrative connections with London through which 
its fiscal system had been developed are mostly terminated. On the other 
hand, in its central bank it has acquired at once a new source of internal 
funds and a new problem of external payments. Colonial governments 
prepare their budgets without regard for such matters as exchange reserves 
or the balance of payments. Their only concern is to raise revenue or 
obtain grants and loans to meet their expenditure. ‘The chief objectives of 
their economic policy in recent years have been to increase employment and 
unprove the local standard of living, and these have been pursued by constant 
increases in public expenditure, largely in the form of higher payrolls for 
more and larger government departments. Moreover, a notable feature of 
the preparation for self-government officially inaugurated in recent years 
has been a substantial increase in the expense of government, and it is not 
likely that the trend will readily be checked. Whatever expenditure of this 
type may do for production in the long run—and after ten to fifteen years’ 
experience the result of much of it is still hypothetical—it has the immediate 
eflect of increasing the demand for imported goods of many kinds. 

Under the colonial monetary system, there is no difficulty in paying for 
imports; the effect of the budget upon the balance of payments has not 
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arisen as a practical issue. Consequently, this may prove to be a matter in 
which training for self-government has been seriously defective. With the 
establishment of a separate currency, immunity from the monetary effects 
of other policies comes to an end, and to make external payments the 
country has to use funds that are of external origin, whether these are 
obtained from export sales, foreign grants and loans or from accumulated 
reserves. Exports will therefore have a special significance for currency 
reasons, whereas hitherto they have been considered solely from the stand- 
point of the income they provide for producers, or denigrated as evidence 
of capitalist exploitation. Arguments for “ industrialization’”’, which have 
been closely associated with self-government, are apt to ignore the changed 
importance of export receipts. 

Another change is in the relationship of the monetary and the political 
frontier. For the various parts of the colonial monetary system, it has 
been a matter of little or no importance whether a particular currency 
circulated in more than one colony. Each government has had an interest 
in getting the profits from the circulation inside its own borders, but no 
conflict of authority or policy between different colonies is involved. After 
the establishment of a central bank this 1s not likely to remain the case. 

[n the Central African Federation the political and monetary frontiers 
were already the same, but the Federation of Malaya and Singapore, which 
have formed a common monetary area in the past, now face the problem 
of whether one central bank can operate in two politically separate areas. 
The different parts of the West African currency area were separate geo- 
graphically and not interdependent commercially, and little resistance is 
likely to be aroused by the splitting up of the monetary area as its con- 
stituent territories become independent. But it is unlikely that the question 
of a central bank for the East African currency region could be settled in 
the same way as for either West or Central Africa. The West Indies 
Federation has its own special complications, since Jamaica is still using a 
currency in different denominations from the governments of the other 
islands, while British Guiana does belong to the Eastern Caribbean currency 
area but is not to join the Federation. This initial problem of reconciling 
the monetary and the political boundaries of a central bank’s operations ts 
itself an indication of the fundamental change from the earlier conditions. 
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Could Europe’s Oil 
Be Cheaper ? 


By DAVID OVENS 


VER since 1949, except at times of abnormally high freight rates, 
refiners in Britain have been able to obtain their supplies of crude 
oil more cheaply from the Middle East than from the Caribbean or 
the United States Gulf. When the Suez Canal was blocked, the 
balance was temporarily reversed—Caribbean crude oil, even after it rose 
in price by 25 cents a barrel, became cheaper than Persian Gulf crude 
oil shipped round the Cape. But when the Canal was reopened, and crude 
oil prices in the Persian Gulf rose by only 13 to 15 cents a barrel, the 
difference between the cost of Middle East and Caribbean crude oils 
delivered to European refineries became even greater than formerly, and 
each successive fall in tanker freight rates increased the differential. Over 
four-fifths of all the oil consumed in Europe is now refined from Middle 
East crude oil. Yet throughout Europe, west of Italy, the prices paid by con- 
sumers for products refined from Middle East crude oil are little less 
than the cost of importing products refined from the more expensive 
Caribbean crudes. Does this mean that European consumers are being 
grossly overcharged, that the growth in European energy consumption is 
being impeded, and the expansion of the Middle East oilfields retarded ? 
At first sight it might seem obvious that a European refiner, buying his 
crude oil more cheaply yet selling his products at the same price as his 
American counterpart, must be making an abnormal profit. But while the 
prices are the same, the refiner’s average realization—the prices of his 
various products weighted by the quantity sold at each price—is probably 
no greater in Europe than in the United States. Under the pattern of 
refinery prices that has emerged in the United States, the refiners there 
make most of their profit on sales of petrol, the demand for which is less 
atfected by price increases than is the demand for fuel and diesel oils. ‘There 
is no close substitute for petrol, but fuel and diesel oils cannot be sold in 
the United States if their prices rise much above the cost of natural gas. 
Accordingly, with taxes on the sale of petrol relatively light, over 40 per 
cent of all petroleum products sold in the United States consists of motor and 
aviation spirit; very little diesel oil is sold for road vehicles; and sales of 
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fuel oil are limited by the availability of natural gas. Thus the American 
refiner can squeeze the maximum amount of his most profitable product, 
petrol, out of each barrel of crude oil he runs in his plant. 

In Europe, the structure of demand is quite different. Swingeing taxes 
on petrol have limited the growth in the number of motor vehicles, their 
size, and the intensity of their use. On the other hand, fuel oil provides 
a much larger share of industrial energy in many European countries than 
it does in the United States. Not all European countries have coal, and 
there is very little natural gas. Moreover, because of the high taxes on 
road fuels, the growth of diesel lorries, which have a lower fuel consump- 
tion per ton-mile, has been stimulated at the expense of petrol-driven 
vehicles. European refiners therefore have to produce for a market in which 
their most profitable product, petrol, accounts for less than a quarter of all 
the oil consumed, while the demand for the less profitable diesel and fuel oils 
continues to rise much more rapidly. As a result, in spite of the advantage 
of lower cost Middle East crude oil, the refiner’s margin between costs and 
the revenue from each barrel of crude oil refined is probably no greater in 
Europe than it is in the United States. 

But this does not fully explain why European prices should be tied to a 
price structure that has developed under quite different conditions of 
demand across the Atlantic. Could European refiners not adapt their 
prices to the pattern of demand in Europe, by raising prices of fuel and 
diesel oils, and reducing the price of petrol ?) Whilst the delivered price of 
refined products imported from the Caribbean fixes a ceiling for petrol 
prices, there is nothing to stop a European refiner selling at any lower price. 
But owing largely to the heavy taxes included in the retail price in many 
European countries, a cut of 10 per cent in the refinery price may produce 
a reduction of only 1 or 2 per cent in the price paid by the motorist. Demand 
would not be stimulated enough to compensate the refiner for the cut in 
refinery prices, and on balance he would lose revenue. At the other end of 
the scale, he cannot raise the price of fuel and diesel oils above the delivered 
price of Caribbean products; and in Britain, the emerging surplus of small 
coals, and the promise of cheap nuclear electricity, may even force refiners to 
cut prices of fuel oil below Caribbean import parity. 

Thus the European refiner can do little to implement a more rational 
price structure. Caribbean prices set the ceiling; and high taxes on sales 
prevent him from stimulating demand by cutting prices. ‘The best he can 
do is to accept the price structure that has developed under contrasting 
market conditions, and charge as near to the ceiling set by imports from the 
Caribbean as local competition will let him. Many European refiners find 
that they can operate most economically by supplying the whole of the 
demand for light products but only part of the demand for diesel and fuel 
oils, making up the balance of these by imports from the Caribbean. 

What remains of the argument that Europe’s consumption of energy has 
been retarded, and with it the output of the Middle East oilfields ? Is the 
Middle East price of crude oil, while much lower than the Caribbean, still 
too high in relation to costs of production? At present prices and tanker 
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freight rates, Middle East crude oil can be delivered to refineries on the 
east coast of the United States at a cost well below that of oil shipped from the 
Caribbean or from the American domestic oilfields. On the criterion of 
price alone, Middle East crude could capture an increasing share of the 
American market; and while an extra barrel could always be sold in the 
United States Middle East producers would have no reason to accept a 
lower return on their sales in the Eastern hemisphere. But sales of Middle 
East oil to America are effectively limited by political pressure to maintain 
domestic output, by means of “ voluntary ”’ limitation of imports, or if that 
fails by increased tariffs or import quotas. At least until a much more marked 
deficiency emerges between demand and output in the Western hemisphere, 
no price cutting, however severe, is likely to secure a significant increase in 
sales of Middle East oil to the United States.* 


Costs and Prices in the Middle East 


[In these conditions, there is no reason why the price realized on sales of 
Middle East crude oil to the United States should continue to set the floor 
to the price paid for Middle East oil by European refiners. But if the link 
with the Western hemisphere is cast off, could the price of Middle East oil 
be expected to fall? Exploration and development of oilfields in the Middle 
East entails special expenditures, as the oil companies have to provide the 
basic and ancillary services that already exist and are normally provided by 
public authorities in the more developed countries; and allowance must be 
made for the special risks of sabotage and expropriation. At the same time, 
however, in the Middle East development costs can be spread over a much 
greater volume of production. While the average yield per well in the 
United States is only 12 or 13 barrels a day, in Kuwait it is close to 6,000 
barrels a day. The Middle East, with only about 800 wells, produced last 
year just under half as much oil as the United States with nearly 600,000 
wells. Similar disparities reduce the burden of exploration costs. In 1955, 
61,325 new wells drilled in the Western hemisphere found reserves estimated 
at 340 million tons; while the 90 new wells drilled in the Middle East found 
reserves of 2,730 million tons. 

Theoretically, competition could force Middle East crude prices down to 
the level that would just allow an integrated oil company to recover its costs 
of producing crude oil, including the payment of royalties and taxes based 
on full posted prices, and carry out all subsequent transport, refining, and 
marketing operations at cost. But this would leave no provision for the 
replacement of reserves of crude oil, or for any additions to the huge amount 
of capital equipment—which the oil companies reckon to have to finance 
from profits rather than the capital market. Moreover, since the European 
demand for crude oil, given the existing tax structure, is relatively insensitive 
to its price, a Middle East producer can sell substantially more in Europe 
only if he captures part of his competitors’ share of the market; and under 





* For a full account of the changing balance of output in the Middle East and the United 
States, and of the wider questions affecting the oil companies in the Middle East, see the 
special 28-page study in The Banker for November last.—£bDI!IToR. 
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present marketing conditions in Europe it is virtually certain that price 
cutting by any one of the major marketing companies would be met by 
the others. 

The existing producers in the Middle East therefore have little economic 
incentive to cut prices. Indeed, there is a potent political pressure in 
favour of sustaining, and if possible raising, f.o.b. prices in the Middle East. 
No company operating in the Middle East is now likely to be able to 
initiate a price cut and still maintain a workable relationship with the govern- 
ment from which it secured its concession—unless it can demonstrate that 
the total of royalties and taxes paid to that government will rise rather than 
fall as a result. As other producers in the Middle East would retaliate by 
cutting prices to protect their market, there might be little change, either 
in total sales, or in the share held by each company. Yet to maintain total 
royalty payments at the lower price, all companies might come under 
pressure to concede more than the half share of profits at present generally 
paid. 

Is there, then, no hope of cheaper oil for Europe? The fact remains 
that while an integrated oil company may be earning only a modest return 
on its refinery operations in Europe, it is still earning substantial profits in 
the Middle East—which it uses to provide a very large share of the funds 
needed for expansion of production, refining and marketing capacity. Even 
allowing for the high political risks of producing oil in the Middle East, 
this is a vulnerable basis of costing: but how could the oil companies be 
induced to cut prices? There is quite fierce price competition from in- 
dependent refiners in Italy, where the freight advantage of Middle East over 
Caribbean crude is greatest. And in Switzerland an independent distributor 
has forced down the retail price of petrol. But as refining margins, based on 
the posted price of crude oil, are low in integrated oil companies too, in- 
dependents cannot pull prices down significantly unless they can secure 
supplies of crude oil at prices below those quoted by the integrated producers. 
Only a new producer in the Middle East without an established market in 
Europe to protect (for example, in Iran outside the territory allotted to the 
international consortium) might have sufficient incentive to supply crude oil 
to independent refiners at reduced prices—if he could still work his concession 
at a profit. 

The outlook for the European consumer has therefore a few bright 
patches. And, as the oil companies can justly point out, the price of oil 
products, excluding sales taxes, has fallen continuously relatively to most 
other goods. But for the present there is little scope for an adjustment of 
prices that would pass on to consumers the full advantages of the lower 
costs of oil produced in the Middle East. ‘The companies point out that a 
reduction in the tax on petrol would bring about a better balance of refinery 
operations and could lead to a reduction in their own petrol prices. Until 
cheap electricity from nuclear power stations achieves the same thing by 
cutting down the demand for black oils in relation to petrol, little else but 
the remote hope of a tax cut gives the consumer in Europe much prospect 
of cheaper oil. 
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Squeeze in Abeyance 






LMOST simultaneously with the Chancellor’s affirmation last 
month of the importance that is still being attached to credit 
policy as a curb against inflation, the publication of the mid-year 
balance sheets of the clearing banks pointedly emphasized how 
ineffectively that policy is being carried out. In 1956, despite the further 
increases in money rates, the fall in bank deposits was checked. In the 
first half of 1957, allowing for the strong seasonal influence, credit expansion 
was strongly resumed. ‘The rise of £184 millions in net deposits in the 
six weeks to end-June was the largest ever experienced at this period; the 
rise of £71 millions in the preceding four weeks had been exceeded only 
once. Accordingly, the net reduction in deposits in the first half-year was 
very much smaller than in 1956 and 1955—{141 millions, compared with 
{290 millions and {£386 millions respectively—and indeed only a little 
more than in the first half of 1954, when Bank rate was reduced from 3} to 
3 per cent. In the full year to mid-June, net deposits rose by £193 millions, 
or 3} per cent—almost offsetting the fall achieved in the preceding year. 
The seasonally adjusted index compiled by Lloyds Bank, which had fallen 
from its post-war peak of 112.0 (1948=—100) in February, 1955, to 104.6 
in June, 1956, recovered in the subsequent twelve months to 107.9. 

A similar upturn has been experienced in advances. ‘The rise in the 
June period itself was £81 millions, compared with £65 millions in 1956 
and {£83 millions in 1955. The first July statements suggest that most of 
the latest increase was attributable to especially large distortions at the half- 
year end, which this year fell at a week end; but the long-term trend is 
unmistakably upward. Since mid-1956, despite net repayments by the 
nationalized boards of £37 millions, there has been a rise of £105 millions 

contrasting with the previous year’s fall from the peak in mid-1955 of 
{£211 millions, of which rather under £100 millions was probably due to 
the boards’ repayments. 

Here is the wherewithal of the increased incomes that the nation has 
been paying itself; and here, too, can be seen the main facet of the Govern- 
ment’s ultimate responsibility for inflation of purchasing power. ‘The 
banks themselves have probably made no conscious relaxation in their 
lending precepts; at one point, indeed, these have had to be tightened, in 
conformity with the official ruling against advances to finance capital projects. 
But the specifically banking pressure to check lending—the pressure of 
liquidity—has been very largely removed; and that marks a direct failing of 
Treasury policy and official monetary management. 
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In retrospect, indeed, it seems that the authorities succeeded in imparting 
such pressure only at the outset of this dear money phase. In the first half 
of 1955, it may be recalled, the combination of switches of bank deposits 
into Treasury bills and vigorous official sales of securities in the gilt-edged 
market produced a record decline in the banks’ liquid assets, of £420 millions; 
and since advances were then still rising this induced a reduction in the 
banks’ investment portfolios, on a falling market, by £254 millions. In the 
second half of 1955, both investments and advances were falling consider- 
ably; and in the absence of any further squeeze on liquid assets, liquidity 
ratios were built up to comfortable levels—37.4 per cent by December, 
1955. In the first half of 1956, despite some further switching of deposits 
after the increase in Bank rate to 54 per cent in February, and despite an 
upturn in advances, the seasonal pressure on liquidity was not markedly 


Change since 





June, June, May 15, End- Mid- 
1956* 1957* 1957 1956 1956 
{mn {mn {mn {mn {mn 
Deposits . . es as 6282.8 6489.9 + 205.4 —165.9 + 207.2 
“Net’’ Depositst .. 5971.1 6163.5 + 184.0 — 141.4 t-193.4 
Liquid Assets .. uy 2108 .8 2166.4 +101.7 — 325.1 + 57.7 
33.5 33.4 
Cash .. oe - 516.9 - 9.1 —~ 54.4 + 0.2 
8.2 8.0 
Call Money .. og 447 .3 446.2 + 37.2 - 58.5 - 1.2 
roa 6.9 
Treasury Bills ul 1030.7 1054.8 + 49.0 ~ 220.6 + 24.2 
16.4 16.3 
Other Bills... él 113.9 148.4 6.5 + §.3 t 34.5 
1.8 aid 
** Risk ”’ Assets. . ne 3937.8 4068 .6 + 75.8 +175.7 -+ 130.8 
62.8 62.7 
Investments .. iy 1962.8 1988.8 - 5.4 + §8.4 + 26.0 
31.3 29.9 
Advances = i 1975.0 2079.8 + $1.3 +167.3 +. 104.8 
31.5 32.1 
To State Boards .. 94.2 $7.5 + 6.4 - 51.5 — 36.7 
Others... we 1880.8 2022.3 t+ 74.9 + 218.8 +- 141.5 


* Italic figures beneath asset totals are percentages of published deposits. 
+ After deducting items in the course of collection. 


reinforced, and the banks could slow down their sales of investments (to 
£53 millions in the six months) and still keep liquidity ratios continuously 
above 30 per cent. 

By mid-1956, the failure of the official market sanctions was virtually 
acknowledged by Mr Macmillan as Chancellor in his representations to the 
banks to make a voluntary reduction in their excessive liquidity by rebuilding 
their gilt-edged portfolios. ‘This dubious departure seemed to find a 
momentary response; the July statements showed a rise of £30 millions in 
bank investments. But this was more than offset by the encashment of 
maturing War Bonds in the following month, and by the end of the year 
portfolios had not yet regained their July level. Liquidity on the eve of 
the new year tax pressure was as comfortable as a year before, with the 
ratio again at 37.4 per cent. 

Early this year, none the less, there seemed a chance that the authorities 
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might regain the initiative. Taking advantage of the buoyancy of the gilt- 
edged market in the weeks preceding the reduction in Bank rate on 
February 7, they made large net sales of stock, generally estimated at £200 
millions. ‘lhe Exchequer’s net receipts in the revenue quarter, making 
allowance for “‘ small” savings and tax reserve certificates, were about as 
large as in the previous year, and the effect of the gilt-edged operations was 
seen plainly in the record fall in the issue of tender Treasury bills, from 
£3,600 millions at the end of 1956 to £2,900 millions, its lowest for nearly 
four years, by February 22. But the seasonal fall in the banks’ liquid assets 
was only slightly larger than in the previous year—{484 millions compared 
with £459 millions to the March make-up; and although two banks, first 
Lloyds, and in April the National Provincial, dipped momentarily below 30 
per cent liquidity, despite some sales of investments, the stringency was 
neither widespread nor sustained. Apart from the small contrary movement in 
commercial bills (which in the first quarter rose by £5 millions, whereas in the 
previous year they fell by £6 millions) one explanation why the banks’ 
liquid assets fell so much less than might have been expected from the 
Treasury's repayment of bills is that part of these seem to have been reflected 
in a running off in bill portfolios by investors outside the banking system. 

Even so, the authorities were reasonably well placed to restore their grip 
on bank liquidity—if only they kept up the pressure in the gilt-edged 


DISCLOSED DEPRECIATION IN INVESTMENT PORTFOLIOS 


End-1955 Mid-1956 End-1956 Mid-1957 

{mn % {mn % {mn % £mn % 

Barclays. . «+ Bee 3.3 16.36 3.8 15.51 3.4 12.60 ye 
Lloyds .. ~ §.24 2.4 13.01 4.3 8.13 2.5 es 1.9 
Midland -< aoe Sa 24.34 5.3 20.18 4.9 16.63 3.6 
Westminster... 8.98 3.7 9.95 4.1 7.54 : 5.37 2.2 


market. In the event, net sales virtually petered out soon after the Bank 
rate reduction; and despite some improvement in the Exchequer’s finances— 
larger sales of small savings securities and a small reduction in the overall 
budget deficit being only partly offset by a smaller rise in the note issue 
this year than last—the rise in the banks’ liquid assets in the April-June 
quarter was notably larger than in the previous year. ‘The average liquidity 
ratio rose to a comfortable 33.4 per cent. 

In this latest phase, of course, the authorities would have been hard put 
to it to achieve substantial sales even by the most ruthless cut-price tactics. 
At this point monetary control has become severely compromised by the 
wider failings of policy, which the demoralization of the gilt-edged market 
starkly reflects. A major assault on inflation may now be necessary before 
the normal market instruments can be effectively used. The difficulties 
have undoubtedly been heightened by the aberration in official tactics at the 
beginning of the year. The negative attitude to the fall in market rates— 
which, since that fall was itself based essentially on anticipation of an official 
move, amounted in effect to a positive encouragement—undoubtedly helped 
the painless funding operations of January; but the reckoning has been 
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seen in the reaction of the many investors who burned their fingers when 
their hopes were unfulfilled. The authorities have long recognized the 
pitfalls of active market support: they should now see that the less brazen 
tactic of allowing the market to talk itself into a delusion, although not 
open to the same objection of directly increasing spending power, can 
boomerang more quickly still. 

The individual balance sheets are analysed in our usual tables on page 549, 
It will be seen that the movements in risk assets have not been consistent. 
At two of the big banks, the National Provincial and the Westminster, 
advances have fallen over the twelve months; one-half of the aggregate 
increase of £105 millions is accounted for by Lloyds, with substantial 
increases also by Barclays and the Midland. The changes in investments, 
up £26 millions on balance, show no pattern at all. 

There has been no change in methods of valuation of portfolios. Depre- 
ciation in market value is again disclosed by Barclays, Lloyds, the Midland 
and the Westminster, the two latter stating specifically that there has been 
no writing down from either inner reserves or current profits, and the two 
former simply that the provision for the difference between book valuation 
and market value is not considered necessary. As can be seen from the 
table on page 523, all the four banks show a narrowing in their depre- 
ciation. ‘This probably reflects both the small net rise in prices of short 
bonds (but not mediums) between end-December and end-June, and 
switches out of the June maturities. 
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Can Ireland Face 


Europe ? 
By JAMES MEENAN 


PECIAL attention is now being paid to the viability of the Irish 
economy as the Government, industry and agriculture debate their 
attitudes to the European free trade area. Recent months have wit- 
nessed a gradual improvement in the economy, but the recovery is 
still precariously based. ‘The grave deficit in the balance of payments has 
been largely corrected; but it remains uncertain whether the new equilibrium 
can be maintained. A still bigger question perhaps is whether it can be 
maintained only at the cost of a contraction of business generally, or whether 
it is possible to look forward to a new phase of expansion. ‘These questions 
themselves, of course, are closely connected with the decision on free trade 
with Europe; and as will be seen below, Ireland is more divided on this 
issue—and more affected by the inclusion or exclusion of agriculture—than 
Britain or most of the main continental countries. 

[rish economic problems are more complicated than those of most 
countries of its size. Economic policy has been officially based on the 
need to contain emigration within limits that would at least preserve the 
population at its existing level. It was argued in the early ‘fifties that 
a vigorous policy of domestic investment would at once provide employ- 
ment and, by increasing productive capacity, permit a continuous improve- 
ment in the standard of living. In the last eighteen months all these 
calculations have been belied by the need to take measures to check the 
external deficit. ‘The breathing space attained at present affords an oppor- 
tunity of re-assessing both the ends and the means of official policy. Whether 
the opportunity will be taken by the new Government is still uncertain. 

The sharp deterioration in the balance of payments in 1955 followed 
two years of moderate recovery from the underlying trend of current deficit, 
financed by running down reserves, which became marked after the war. 
Indeed, even in 1953 and 1954, when several factors combined to favour 
improvement, the deficits were not eliminated; nevertheless, at £7 millions 
and {54 millions respectively they gave no cause for alarm. ‘The result for 
1954 was indeed quite encouraging, since it was achieved in face of the 
gradual liberalization of Britain’s import trade, which swept away a number 
of Ireland’s artificial opportunities of export to the United Kingdom. 
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Throughout 1955 and during the first quarter of 1956, the tide ran strongly 
in the other direction. There was a deficit of £35 millions in the calendar 
year 1955. The remedial measures comprised mainly special levies on 
certain imports introduced in March, 1956, and extended and raised in the 
following July. In the event, 1956 closed with a deficit in the balance of 
payments of about {14 millions. 

The improvement was achieved wholly by a reduction of imports; these 
had risen from {177 millions in 1954 to £202 millions in 1955, and fell 
back to £176 millions in 1956. Exports, which had reached a record figure 
of £113 millions in 1954 and fallen to £108 millions in 1955, fell further to 
£105 millions in 1956. This left much to be desired, especially as part 
of the reduction in imports in 1956 represented nothing more than the 
running-down of stocks. ‘This year, the signs so far are encouraging. In 
the first five months, compared with the same months of 1956, imports 
fell from £83 millions to £79 millions while exports rose from £40 millions 
to £55 millions. Much of the increase in exports, however, reflects the 
heavy shipments of cattle made in the early part of the year, and it is 
uncertain whether these can be maintained. 


THE EXTERNAL DEFICIT 
(£ millions) 

Balance of Invisible Net Current 

Visible Trade Items Balance 

1951 —122.5 - 60.9 - 61.6 

1952 7 a ae 

1953 ™= i 2h — +-60.6 
1954 58.6 


- 70.( 61.1 _ 3.9 
= a.) 


1955 - ou ™ - 93. + $8.2 — 35.5 
1956 a ad ss — 70. + 36.4 - 14.4 


The other side of the picture was that in 1956 the average number 
employed in all industries and services fell by 4,100, or 25 per cent. Unem- 
ployment was growing during the year. In the last quarter industrial 
production was no higher than its average for the year 1953, marking a fall 
of 114 per cent on the year; in 1956 as a whole industrial production fell 
by 4.4 per cent. In agriculture, the loss of labour was resumed, while the 
value of net output fell by £6 millions, or 4.1 per cent, compared with 1955. 
National income, which had risen from {444 millions in 1954 to £459 
millions in 1955, fell to £453 millions. 

This stagnation in the domestic economy occurred against the back- 
ground of a sharp increase in emigration. The population had earlier 
appeared to have reached stability; the Census of 1951 had even shown the 
first, if modest, increase for over a century. The trend was cited as 
marking the success of investment policy. But the Census of 1956 showed 
a heavy fall in numbers, from 2,960,000 to 2,895,000, which reflected the 
heaviest rate of emigration recorded for seventy years. It was possible, 
and indeed justifiable to some extent, to plead the attraction of full employ- 
ment in Great Britain as an explanation. Nevertheless, such figures came 
as a heavy blow to confidence at a time when encouragement was badly 
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needed. The coincidence of falling numbers and a falling standard of 
living suggested that the assumptions of policy needed reconsideration. 
This will not necessarily be hastened by the change of government that 
took place in March. ‘The outgoing inter-party government, although in 
general more aware than former governments of the possibilities latent in 
agriculture, did not modify the standing policy of encouraging industrial 
development at all costs. ‘The new ministers had before them the first report 
of the advisory committee on capital investment which had been appointed 
by their predecessors. ‘This outspoken document stressed the short-fall in 
savings (in 1956-57 only £15 millions out of official capital expenditure of 
{35 millions was obtained from the public) and the virtual impossibility of 
increasing borrowings from the banking system. Accordingly, it recom- 
mended the abolition of the subsidies on butter and flour and the discon- 
tinuance of the grants to local authorities in relief of rates on agricultural land. 


Retrenchment—or External Borrowing ? 


The Minister for Finance, Dr James Ryan, who found himself armed 
with the largest parliamentary majority for many years and faced with a 
prospective deficit of £11 millions, abolished the subsidies on food. The 
agricultural grant raises much wider issues of general agricultural policy. 
The Minister proposes total official capital expenditure in the present 
financial year of £31 millions, of which £20 millions is to be found by 
borrowing. In the past, such moneys could be obtained in the last resort 
by drawing on the sterling assets of the banking system. Now that that 
source is beginning to run low, capital investment in Ireland must be 
financed out of current savings. 

Some attention has indeed been given to the possibility of finding new 
sources of external capital—and it is perhaps inevitable that the app!ication 
for membership of the International Monetary Fund and of the World Bank 
has been seen in this light. But, although Ireland earns a modest surplus 
on dollar account, borrowing abroad will no doubt be approached with 
caution. The repayment of the debt contracted under the European 
Recovery Programme is already an appreciable item in the national accounts. 
The technical advice and assistance which can be obtained from Fund 
and Bank should, however, be highly valuable. 

There have been two main banking innovations in the past year. Since 
August last, the central bank has taken securities of the Government of the 
United States—acquired by the Irish authorities since the early days of 
the war—into the legal tender note fund. Roughly one-twelfth of the note 
issue is now thus backed by United States Government securities. Secondly, 
at the end of June, the Government offered {£2 millions of three-months’ 
Exchequer bills. ‘This was not without precedent, but no such issue has 
been made for many years. ‘The experiment was highly successful; the 
Government was offered more money than it needed. ‘The average discount 
rate was {4 17s 3d. ‘This is a useful addition to the monetary structure. 

The project of the European free trade area aroused intense interest 
during the early part of the year, which fell off somewhat when it became 
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AGCOUNTING PROBLEM 
FOR SINGER SEWING 
MACHINE COMPANY LTD 


A clerical staff in Nottingham ad- 
ministered all Singer H.P. agree- 
ments, which entailed, amongst 
other things, re-balancing each 
account every time a payment was 
made into it. 

As business grew with more new 
agreements every day, it became 
difficult to find additional staff. 
What then was to be done? Shoulda 
mechanized system be installed? 

Like a lot of other firms, big and 
small, they remembered Burroughs 
and got in touch with them. 


AND BURROUGHS WERE ABLE 
TO HELP 


Burroughs’ representative worked 
alongside Singer accountants and 
a new system was evolved, based 
on eight Burroughs Sensimatics. 
Under this new system an account 
was balanced automatically when an 
entry was made. This meant Singer 
could deal withall the H.P. business 
that came their way and the staff 


BURROUGHS ADDING MACHINE LTD. 356-366 OXFORD ST., LONDON W.1 







Where was the extra clerical staff to come from? 





problem was considerably eased. To 
support this new system Singer also 
bought a Burroughs Micro-Twin. 


HOW BURROUGHS MIGHT 
BE ABLE TO HELP YOU 


Ask yourself: how many of your staff are engaged 
in figure-work? How long does it take you to get 
the figures you want? Are the figures always 
accurate when you do get them? 

Burroughs Accounting Machines will do this 
figure-work for you without tying down a lot of 
staff and do it far more speedily and far more 
accurately. Burroughs make machines suited to 
the needs of every size of business and you have 
everything to gain by consulting them. They will 
advise against buying one of their machines if they 
don’t think you need one. Their advice, of course, 
is free. The local Burroughs office is in the phone 
book. Or write direct to London if you prefer. 


urroughs 
<Jurroug 


The most experienced manufacturers of 
Adding, Calculating, Accounting, 
Typewriter-Accounting, Statistical 

Machines and Microfilm Equipment 














apparent that the vital question of the treatment of agricultural produce 
had still to be settled. The trends of thought disclosed were revealing. 
There was a general realization that this was the most important economic 
decision to come before the State since its establishment. There appeared 
to be a feeling that the free trade area—provided, of course, agriculture 
was in; an industrial free trade area holds no interest for Ireland—would 
offer the opportunity of a new start, and that the economy could only 
benefit from the enlargement of its hitherto restricted horizons. Such 
feelings were most obvious among agricultural interests, inspired no doubt 
by recent experiences—both of profiting from continental demand for cattle 
and of suffering from the stoppage by French restrictions of a useful trade 
in lamb. Equally, there were a number of industrialists who welcomed the 
prospective opportunities for freer trade. 

These feelings were not generally shared among industrial producers 
who have long enjoyed substantial tariff protection. It was calculated in 
the Department of Industry and Commerce that if tariffs were abolished, 
some 100,000 industrial workers would be thrown out of work. Unem- 
ployment on such a scale, it need hardly be said, would be totally unaccept- 
able; but supporters of entry to the free trade area argued that much 
industrial employment was provided by local authorities, and that in any 
case the period of grace allowed for tariff reduction could be used to 
prevent dislocation. On the other side is the prospect that, if Britain 
joined the free trade area and Ireland did not, the Anglo-Irish trade 
agreement might lapse so that Irish produce would bear tariffs in the 
British market that would not apply to imports from Europe. ‘This con- 
juncture would be at least as damaging as anything that could happen 
from going in. As a result, it is natural that Ireland should press its claims 
for entry as an undeveloped economy enjoying special treatment. It remains 
to be seen how far these efforts will be successful. 

Membership of the free trade area would pose problems which the Irish 
economy has successfully evaded for years past. It is not at all obvious 
that agricultural interests would at present be able to benefit from any 
enlargement of their markets. Production has increased very slowly, while 
costs have steadily risen; and there has been a fall in “ quality ’’ products. 
In the traditional English market the bulk of Irish sales is composed of 
cattle, while exports of dairy produce, which were once substantial, have 
fallen heavily. 

[In spite of the depressing record of recent years, there is much evidence 
of a new spirit of improvement in agriculture, which justifies an optimism 
that statistics seem to belie. ‘The improvement, however, cannot be long 
maintained unless it is supported by investment. State investment has so 
far been largely directed to objectives, such as housing, which have social 
merit but yield no direct economic return; and the fall in public investment 
has given rise to increased unemployment. Larger future investment in 
agriculture would serve the dual purpose of creating employment oppor- 
tunities and improving export capacity and efficiency, thus providing the 
necessary support for domestic expansion. 
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The Cheques Act, 1957 





The enactment late last month of which dealt in detail with the report of 
Mr Graham Page’s Cheques (No. 2) the Mocatta Committee. In the ensuing 
Bill marks the culmination of the _ aarticle, an authority on banking law 
attempts in the past few years, in which shows how the Act differs in important 
many have played a part, to get rid of respects from all previous proposals— 
unnecessary endorsement of cheques. and suggests that certain practice has 
The main methods put forward were been based on a misconception of the 
recalled in our issue for December last, law as itt stood.—EDITOR. 


By A SPECIAL CORRESPONDENT 


HE efforts of all those who, during the past twenty years, have 

striven to rid the banking public of the need to endorse cheques 

have at last come to fruition. While the objective has been 

almost universally approved, the method has been the subject of 
acute controversy—controversy which is not likely to fade for some time 
to come, for there is certain to be some discussion of the merits and demerits 
of the Act, in relation to the banks on the one hand and to the users of 
cheques on the other. Proposals designed to produce the desired result 
have been very different in their approach, having ranged from various ways 
of amending the parent statute, the Bills of Exchange Act, 1882, to the 
introduction of a new order to pay which would be non-transferable and, 
therefore, would not require or attract endorsement.* In the result, no 
one seems to have got his way exactly. 

The non-transferable instrument was rejected by the Mocatta Com- 
mittee (whose task it was to find a statutory solution to the problem first 
raised in Parliament by Mr Graham Page in 1954); the legislation sug- 
gested by the bankers’ committee in 1950 seems to have found no favour 
either with the Mocatta Committee or even—to judge by their evidence 
before it—with the banks themselves more recently; and the Committee’s 
own recommendation, which in effect provided for the ignoring of endorse- 
ments on only those cheques that were collected for the accounts of the 
payees, has been blithely sidestepped by the draughtsmen of the new Act, 
in which the banks have been given more than they asked for, perhaps 
more than they want. Indeed, in the debate in the House of Lords, the 


_—-— 


* This proposal was first made by Mr G. O. Papworth in The Banker for July, 1949. 
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Government, supporting the Bill, argued strongly against the Mocatta 
proposal. 

It was clearly a major feature of any reform that the banks should be as 
adequately protected under the new Act as they were under the 1882 statute, 
for otherwise the elimination of endorsement would remain a dream. 
Hitherto, if a bank paid or collected an order cheque bearing an irregular 
endorsement or no endorsement at all, it would have been unable to plead 
that it paid in the ordinary course of business within the meaning of s. 60 
of the parent statute or without negligence as understood by s. 80, or that 
it collected without negligence under s. 82. A bank would thus have 
been debarred from the protection afforded by those sections. 

The new legislation takes the form of removing that disability. It is so 
expressed that it would almost seem as if its sole concern was to protect 
the banks; and since the banks have always been careful not to place their 
own interests before those of the banking public, in this sense it may be 
regretted that the Act has had to go about its purpose in the way it does. 
No harm, perhaps, will have been done if the public is clearly and properly 
instructed on the true significance of this course. But it seems possible 
that the House of Lords’ debate may inadvertently have started an unfor- 
tunate and misleading line of thought, which is discussed below. 

The new Act is short. ‘The first section gives protection to the paying 
banker and the fourth section to the collecting banker in respect of cheques 
not endorsed or irregularly endorsed. ‘The paying banker is to be under 
no liability in this respect and is deemed, in regard to cheques, to have paid 
in due course and, in regard to certain other specified instruments, to have 
obtained a discharge; by the same token, the collecting banker is not in this 
respect negligent. An important feature of the Act is that uncrossed, 
equally with crossed, cheques now come within the collecting banker’s 
protection, thus ending an anomaly that has existed for too long. 

Although the Act is to be treated as one with the Bills of Exchange Act, 
1882 (s. 6), it repeals the old s. 82 and re-enacts it in largely similar terms; 
how far negligence is to be construed as it was under s. 82 is not clear, but 
it would be strange indeed if it assumed a different mantle, and it cannot 
be hoped that any relief to the collecting banker will emerge. ‘The pro- 
tection of both the paying and the collecting banker is extended to instru- 
ments such as conditional orders and bankers’ drafts, falling hitherto within 
s. 17 of the Revenue Act, 1883, and the Bills of Exchange Act (1882) Amend 
ment Act, 1932, both of which are repealed. For the paying banker, there 
is dual cover, the first under s. 1 (2) of the new Act and the second, by 
virtue of s. 5, under s. 80 of the old. The effect of s. 5 is to enable these 
other instruments to be crossed. 

Section 2 provides that, even where cheques are not endorsed in blank 
by the holder for whom he collects, the collecting banker shall have the 
rights of a holder for value, in regard to cheques payable to order only, 
where such rights would have existed before. The section does not extend 
to irregularly endorsed cheques or to other instruments with which the 
Act deals. It would be of interest to know why. Section 3 enacts that 
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an unendorsed cheque that appears to have been paid by the banker on 
whom it is drawn is evidence of the receipt by the payee of the sum payable 
by the cheque. 

During the passage of the Bill through the Commons little opposition, 
perhaps surprisingly, was encountered. It was in the upper House, through 
the intervention of Lord Chorley, a member of the Mocatta Committee, 
that a conflict was alleged to exist between the interests of the banks and 
the users of cheques. 


Clash of Interests of Banks and Users ? 


[t is protested that ss. 1 and 4 of the Cheques Act, which respectively 
relate to the payment and collection of cheques that are unendorsed or 
irregularly endorsed, remove to a substantial degree the safeguard to the 
users of cheques inherent in that standard of care required of the banker 
by the Courts over the years. It is argued against the new Act that a 
banker ought to be put on notice by an irregular endorsement and that 
this would protect the drawer and payee to some extent. ‘This, however, 
is overstating the case somewhat, for it would seem that all the drawer loses 
is the right to sue his banker where the endorsement is irregular or there 
is no endorsement, and the true owner of a stolen cheque the right to sue 
the collecting banker. But is there any reason why a banker should be 
vulnerable in this respect ? ‘The person who issues a negotiable instrument 
must be prepared to take the consequences deriving from negotiability; if 
he is not willing to do so, then he should make his payments by means of 
a non-negotiable or non-transferable instrument or at least ensure, by 
suitable crossings, that he is as safe as can be—-which is safe indeed—and 
not impose an unreasonable burden on his banker. 

The fact that the burden has been carried by the banker since time 
immemorial is no argument in its favour, especially in view of the real need 
to avoid the encumbrance of endorsement. ‘This point was touched on by 
Lord Jessel in the House of Lords’ debate. Moreover, it has to be remem- 
bered that the banker is being relieved of responsibility only where endorse- 
ment is concerned, since there are still other conditions with which he has 
to comply to earn the right to plead the statute. ‘The paying banker has 
still to pay in the ordinary course of business and if he does not he may 
not debit his customer’s account and may be liable to the true owner of the 
cheque as well. The collecting banker will still have to collect without 
negligence—and it may be recalled that the large majority of cases fought 
on s. 82 has been decided on other aspects of negligence than irregularity 
in endorsement. 

There seems to have been confused thinking in the past on the position 
of the banker paying over the counter, based largely on a long-standing 
misconception of the significance of s. 60 of the parent statute. While it 
must have been the intention of the legislature in 1882 to offer banks pro- 
tection where inadvertently they paid under forged endorsement, it ts 
doubtful whether this intention was achieved. If it was, it was on the 
basis that the signature of the payee on an order cheque was an endorsement 
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as understood by the statute, whether made tor the purpose of negotiating 
the cheque or simply because the banker demanded it as a precedent to 
collection or payment. 


Confusion over Law Hitherto 


jut the belief that a signature, written without any intention to negotiate, 
was an endorsement sufficient to bring s. 60 into operation, may well have 
been a myth. If it was that of the payee, s. 60 was unnecessary (except, 
possibly, where the cheque was negotiated and the endorsee’s signature was 
forged); and if the payee’s signature was a forgery, it was ineffective, for at 
best it represented an ostensible receipt for the money. It follows, if this 
is the right conception of the matter, that bankers needed the protection 
only where cheques were transferred beyond the payee. Now, it may be 
that banks will need and demand proof that money has been paid over the 
counter, though this would not help much if payment were made to the 
wrong person. 

[In the Lords’ debate on July 5, Lord Chorley argued the case for restricting 
the paying banker’s protection to cheques paid to another banker, main- 
taining, in effect, that endorsement was necessary because s. 60 had been 
applied by the Courts on that basis; and he cited Paget’s Laz of Banking 
to the effect that: 

There used to be a superstition that the paying banker was not concerned 
with the indorsement on an order cheque. Such an idea is, of course, utterly 
opposed to the whole drift of s. 60, and if a patent irregularity in the indorse- 
ments were overlooked or disregarded by the banker, it would be hopeless 
for him to invoke the protection of s. 60. 


With respect to Lord Chorley, that quotation is no argument in favour of 
the view that endorsement is legally necessary (Lord Chorley was contesting 
Viscount Hailsham’s contention to the contrary) but simply a statement 
that if the collecting banker ignored endorsements he could not plead s. 60. 
It is, moreover, fair to point out that the quotation appears under the 
heading ‘‘ Correctness of Indorsement’”’ and continues: “‘ If, for instance, 
there was a special indorsement following a blank indorsement, he would 
be bound to have or get the indorsement of the special indorsee’”’. The 
late Sir John Paget had very definite views of the nature of the signature 
of the payee: 

The common practice of paying bankers to refuse payment unless the 

ostensible payee signs on the back of the cheque seems, therefore, without 

justification. It is understood that at least one object of demanding such 

signature is to get the protection of s. 60, should the person presenting the 

cheque not be the real payee. If so, it would appear that the object is not 

attained thereby. 
Thus the benefit that s. 60 was thought to confer on the paying banker may 
have been largely illusory. 

Nor, as has been indicated above, does there seem to be good reason, 

trom the standpoint of the collecting banker, for requiring any continuation 
of the practice of ensuring that endorsements tally. If a cheque is collected 
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for the proper person, there is no loss; if it is not, the possibility of there 
being an irregular endorsement to put the bank on enquiry is remote and 
little safeguard. ‘To require the banker to scrutinize endorsements for this 
limited objective is certainly asking too much. It is admitted, as was 
stressed by Lord Chorley in the Lords’ debate, that ‘“‘ The need for 
endorsement of a cheque by the payee who wishes to receive payment 
from the drawer’s banker, in a general way, largely originated, as the 
Mocatta Committee pointed out in their report, in banking practice; and, 
in the conditions of modern banking, this has led to an enormous waste of 
time. ‘The object of this Bill is to get rid of that”. It might here be 
interposed that the waste of time applies as much to the users of cheques 
as to the banks. 

But there is nothing in the parent statute that requires the endorsement 
by the payee of a cheque that he pays into his account for collection (or 
presents over the counter for payment); in effect, therefore, what the 1957 
Act does is to relieve the banks from the responsibility which they have 
assumed by setting up the practice to which the above quotation refers. 
Far from giving the banks something for nothing, the Act merely removes 

-in the widest interests—a burden, which, as often happens, grew up 
inadvertently, in the belief that a legal duty existed where in fact it did 
not, except as the result of decisions of the Courts based on that practice. 
Lord Jessel opposed Lord Chorley’s amendment. He said: ** Obviously, 
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the idea behind the amendment is the fact that the subsection as drafted 
tends to remove any need on the part of the collecting bank to pay attention 
to the negotiated [stc] endorsement”’. While stating this to be a fact, 
however, he went on to say that he had been advised that “ that sub- 
section (3) would not enable the bank safely to collect for the account of a 
third party a negotiable cheque without looking for endorsement which 
would be required to confer a title upon a third party”’. He suggested 
that if a banker “ fails to turn the cheque over, having looked at the face, 
he is negligent because he has not bothered to investigate the possibility of 
fraud, and it is not because he has failed to deal with the question of 
endorsement only’. Admittedly, the subsection relieves the banker of the 
charge of negligence in respect of absence of or irregularity in endorsement 
only, but there is nothing to bring in a new responsibility—that of investi- 
gating the possibility of fraud. How the banker would discover this by 
turning the cheque over is not clear. 

Section 4 (1) (b) of the new statute brings in the effect of the Bills of 
Exchange (Crossed Cheques) Act, 1906, which is repealed. That statute 
gave collecting bankers the protection of s. 82 of the parent statute not- 
withstanding that they credited their customers’ accounts before they 
received the proceeds of the cheques collected. ‘The new section covers 
instruments, as well as cheques, falling within the repealed s. 17 of the 
Revenue Act, 1883 and the Bills of Exchange Act (1882) Amendment Act, 
1932. It is worded: “‘(b) ... having credited a customer’s account with 
the amount of such an instrument, receives payment for himself’”’. ‘The 
wording is 1n some respects unfortunate, for it gives the impression that 
whenever a banker credits as cash he thereafter receives payment for him- 
self; this might be thought to be in direct conflict with the 1906 Act, which 
read that ‘“‘ A banker receives payment of a crossed cheque for a customer 
within the meaning of s. 82 of the Bills of Exchange Act, 1882, notwith- 
standing that he credits his customer’s account with the amount of the 
cheque before receiving payment thereof ’’. However, if the only exception 
is the case where the banker collects without crediting his customer’s 
account, no harm may ensue. 


Where Endorsement Will Stay 


The satisfactory feature of this Act is that it allows the elimination of 
endorsement altogether, except for its real purpose, negotiation; and even 
here it relieves the collecting banker of responsibility. ‘This goes further 
than the Mocatta Committee recommended, perhaps in the desire to hasten 
slowly, but it is submitted to be obviously desirable that the object should 
not be achieved piecemeal, for the education of the public will not be easy 
and would be even less easy if there were to be more than one bite at the 
cherry. While this may be the legal position, however, it remains to be 
seen whether the banks will, in effect, follow the Mocatta recommendation 
and still demand the signature of the payee on cheques paid over the 
counter as well as on those negotiated. This, of course, is a matter for the 
banks to decide; but even if they choose caution it is better that practice in 
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future should be within what the law allows rather than forced by it. 

The banks thus have to-day a framework within which they can easily 
work; and they gain in that certain anomalies of long standing have been 
removed. It remains to be seen how far the users of cheques are prejudiced, 
but it is extremely probable, as has been suggested above, that they will 
find themselves better off. ‘The one task that has now to be undertaken is 
to explain to the banking public when endorsement, or a signature purporting 
to be an endorsement, will in future be required; to educate members of 
the public to the idea of not endorsing and of ignoring endorsements where 
they appear; and of instructing them how to make their cheques safe, if 
they feel dubious of the effect of the new law and hesitate to accept its full 
implication immediately. 





An Artist's Sketchbook: No. 45 


BRITISH BANKS IN TOWN AND COUNTRY 


District Bank, Manchester 


HE main commercial district of Manchester is not generally speaking 

remarkable for fine architecture. Few buildings of the eighteenth 

century remain. Much of this drab centre, including the banks, 
belongs to the Victorian and Edwardian periods and consists very largely of 
either heavy Classic styles or the Gothic Revival styles in the manner of 
Alfred Waterhouse, architect of the Manchester Town Hall; all is usually 
well coated with soot. Many of the banks have settled themselves in and 
around King Street. One of the best of them—the fine Bank of England 
branch—has been featured in this sketchbook, in April, 1955. Some of 
the later Victorian Gothic styles are remarkably elaborate. Indeed, in 
view of the proverbial realistic mind of the north countryman, occupied so 
intensely with industrial finance and the principles of the Manchester 
School, the blossoming of his architecture into Gothic is an astonishing 
example of the impact made by Romanticism on minds otherwise severely 
practical. 

In lower King Street, however, near the fine Renaissance church of 
St Ann, stands this fine Georgian building which houses one of the two 
principal Manchester branches of the District Bank—the head office is in 
Spring Gardens. It is good to see here such a particularly fine example of 
the eighteenth century. ‘The building has a long banking history, some of 
which is told on a built-up window in an annexe. A bank was founded 
here by Samuel Jones and Company in 1788 and later, in 1793, the bank 
went under the name of Jones, Barker and Company. The association was 
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by Geoffrey S. Fletcher 


short-lived; by 1797 it was Jones, Fox and Co. In 1816, the name changed 
again to William Jones, Loyd and Company. In 1848, the original Jones 
family dropped out, giving way to Loyd, Entwistle and Company. In 1863, 
the bank was absorbed by the M. & L. District Bank Company, the pre- 
decessors of the present-day District Bank. 

This fine building is in a splendid state of preservation and it has adjoining 
its eighteenth century portion a charming mid-nineteenth century entrance 
in stucco with a graceful semi-circular headed door. ‘The portion is note- 
worthy for its splendid door, finely moulded and, like the windows, painted 
cream. ‘The woodwork of the door is a dark green. ‘The iron railings are 
simple and dignified in style, curving up to the steps in the centre of the 
facade. An additional note of distinction is afforded in the summer by the 
window boxes. 
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AMERICAN REVIEW 








Y most comparative standards— 
as might be expected from the 
strength and productivity of the 
American economy—the dollar has, at 
least until quite recently, lost little 
real value in terms of domestic pur- 
chasing power since the Republicans 
took office at the end of 1952. The 
index of consumer prices was then 
114.1 (based on 1947-49) and kept 
below 115 until May last year. It has 
since crept steadily upwards; it was 
above 117 last September, and in June 
reached 120. 

Despite the great differences between 
the economy of the United Kingdom 
and that of the United States, this 
erosive movement has touched off a 
wave of comment and discussion that 
is strikingly reminiscent of recent con- 
troversy in Britain. Influential and 
widely circulating magazines give 
weekly illustrations of the decline in 
the purchasing power of the dollar and 
of the extent to which depreciation 
may go in the measurable future. 
Administration officials, economists and 
journalists are called in to discuss the 
niceties of demand or “ wage-push ” 
inflation, and investors are given lengthy 
treatises on the relative attractions of 
common stocks and the perils inherent 
in fixed-interest securities. 

Naturally enough, none of this has 
been lost on Wall Street. While that 
market has shown some _ nervousness 
on many occasions since the Dow Jones 
industrial average reached an all-time 
peak of 521 last year, it has nevertheless 
risen rapidly from the low point of 455 
touched earlier this year, and at last 
month’s rebound to 520 the trading 
volume was substantial. As common 





stocks have shown renewed and per- 
sistent strength, so Treasury and cor- 
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porate bonds have continued their de- 
cline to the lowest levels seen since the 
advent of the cheap money era in the 
thirties. At the end of June, Treasury 
Threes of 1995 were yielding about 3.60 
per cent, compared with 3 per cent a year 
ago, and Corporate bonds (Moody’s 
rating) about 4.25 per cent, compared 
with 33 per cent; while the average 
yield on 200 Common stocks was about 
3.70 per cent—compared with last 
year’s 3.80 per cent. It is not so long 
since Treasury Threes commanded a 
quite appreciable premium and _in- 
dustrials were yielding anything from 
5 to 7 per cent. To-day, some “ growth 
stocks’ on Wall Street sell at yields 
between 1} and 2 per cent. 


Hedging against Inflation 

Wall Street, sparked by the recent 
increase of about 5 per cent in basic 
steel prices which is taken merely as the 
forerunner of a most aggressive wage 
and “‘ fringe benefit ’’ campaign from 
the unions in 1958, has plainly decided 
that the claims will be met, and that 
there is little that can be done about it. 
The Federal Reserve Board will do its 
best, the argument runs: but what is 
that best when measured against the 
obligations of the Employment Act and, 
still more menacingly, the mid-term 
elections now only just over a year 
away? ‘The answer to that query, 
expressed in stock prices, has been an 
all-time low point for the assessment 
of prospects in terms of stable prices. 

In theory, at least, these develop- 
ments cannot have brought any surprise 
to official Washington. It may be re- 
called that in earlier months of this 
year industrial and market comment 
found the opposite fears: forecasts of 
imminent recession brought by tight 
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money were widespread. Administra- 
tion officials then were looking further 
ahead and concluding that all the evi- 
dence still indicated inflation and that 
tight money must be maintained. The 
Federal Reserve Board’s restrictive 
credit policy has lately been given the 
blessing of all concerned at the White 
House. ‘The retiring ‘Treasury Secre- 
tary, Mr George Humphrey, for ex- 
ample, a few weeks ago appeared before 
the special Congressional Committee 
now investigating monetary policy and 
inflation. ‘There were some lapses in 
his brief. But altogether, he gave a 
most comprehensive statement of the 
Administration’s declared conviction 
that monetary restraint exerts its own 


unanswerable force in the context of 
inflation—either demand or wage - 
induced. 

Unfortunately, in anticipation of the 
Treasury's $24,000 millions refunding 
operation, Mr Humphrey’s Congres- 
sional evidence was followed by the 
statement in mid-July that any further 
adjustment of the rediscount rate (up- 
ward) would be “ untimely’. In the 
event, however, the mew notes were 
issued with a coupon of 4 per cent-——the 
highest since 1923. Meanwhile the 
President has made his own contri- 
bution to the monetary controversy, de- 
claring that no Government could stop 
inflation unless business and labour both 
‘* acted in a statesmanlike manner ”’. 


American Economic Indicators 


1954 1955 


Production and Business: 


Industrial production (1947-49 = 100) 125 139 143 
Gross private investment (billion $).. 48.0 60.6 65.4 





1956 — - 
Mar Apr May June 


145 145 143 = 143 
62.77 — — 64.8 


New plant and equipment (billion $) 26.8 28.7 35.1 36.89 — — 37.33 
Construction (billion $) 39.6 44.6 46.1 46.7 46.7 46.7 47.3 
Housing starts .. a oa .. 101.7 110.7 93.2 83.0 92.0 102.0 97.0 
Business sales (billion $) ee .. 46.7 51.7 54.0 55.7 55.5 55.7 - 
Business stocks (billion $)  .. .. 76.9 82.2 88.5 89.1 89.3 89.8 — 
Merchandise exports (million $) 1,259 1,296 1,589 2,147 1,860 1,811 —- 
Merchandise imports (million $) - 851 849 1,051 1,131 1,118 1,102 = 


Employment and Wages: 


Non-farm employment (million) .. 48.4 50.1 51.9 S25 S264 S526 S24 
Unemployment (000s). . 7 .. 3,230 2,654 2,551 2,882 2,690 2,715 3,337 
Unemployment as °, labour force .. 5.0 4.0 3.8 4.3 4.0 4.0 4.8 
Hourly earnings (mfg) ($)_.. .. 1.81 1.88 1.98 2.05 2.05 2.06 2.07 
Weekly earnings (mfg) ($).. .. 71.86 76.52 79.99 82.21 81.59 81.78 82.59 


Prices: 


Moody commodity (1931 = 100) { “pm pe 


Farm products (1947-49 = 100) .. 95.6 
Industrial (1947-49 = 100) “et .. 114.5 
Consumers’ index (1947-49= 100) 


Credit and Finance: 


418 442 
bn 402 } 411 406 417 424 


89.6 88.4 88.8 90.6 89.5 90.9 
117.0 112.2 125.4 125.4 125.2 125.2 


114.8 114.5 116.2 118.9 119.3 1196 — 


Bank loans (billion $) .. Sa — 70.6 82.6 90.3 90.6 91.0 91.2 —- 
Bank investments (billion $) .. Sas Fare 74.8 72.2 740 73.7 — 
Bank loans (weekly) (billion $) .. 22.4 26.7 31.3 31.4 31.3 31.1 32.5 
Consumer credit (billion $) .. -.« 22 2a 41.9 31.3 31.5 31.9 — 
Treasury bill rate (%).. +3 . oe hee 2.66 3.14 3.11 3.04 3.32 
US Govt Bonds rate (°,) «s ee. Oa 3.11 3.27 3.35 3.42 3.55 
Money supply (billion §) - .. 209.7 216.6 222.0 217.2 219.5 218.3 — 
Kederal cash budget (+ or —) (mill $) —1,072 -740 +5,524 +-4,802 —- - +- 3,300 


Notes—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1954-56 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1954-56. Business sales and stocks, 
money supply, bank loans and consumer 
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credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1954-56, and end-month 
levels. Weekly bank loans are derived from 
partial returns only. Budget figures are 
cash totals. Quarterly figures are shown in 
the middle month. 
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Taking the 
East into account 











Twenty-five years ago you would have found this ‘adding 
machine’ of antiquity in every eastern branch of ‘The Chartered 
Bank. It was of particular use in calculating the intricacies of 
exchange rates which often fluctuated with great rapidity. Today, 
the abacus is being replaced by the slide rule and the electric 
computer. The East is changing but the Chartered Bank remains 
in step, so that its knowledge of eastern trade, travel and 
vestment is always up-to-date. This knowledge and a century of . 
experience sustain acomplete banking service available throughout 
a branch system, which extends to most centres of commercial 


importance in Southern and South-East Asia and the Far East. 


THE 
CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 





INTERNATIONAL 
REVIEW 








ARGENTINA 


Payments with Germany—aA settle- 
ment has been reached on Argentine 
commercial debts to Western Germany, 
and this has cleared the way for German 
participation in the multilateral pay- 
ments scheme governing Argentine trans- 
actions with a number of West European 
countries. ‘he German authorities had 
not been prepared to discontinue bi- 
lateral arrangements while the debts 
problem remained unresolved. 


Debt Agreement—Under the agree- 
ment Germany will make available to 
Argentina a consolidation credit of $10 
millions and extend the credit of $10 
millions outstanding under the _ con- 
solidation agreement of 1954 for another 
nine years. At the same time claims 
to certain German industrial projects 
in Argentina will be cancelled, reducing 
Argentine commitments to Germany 
from $150 millions to $90 millions. 
The remaining debt will be repaid over 
a period of ten years out of the $50 
millions a year that Argentina has agreed 
to devote to the amortization of its total 
debt of $450 millions to West European 
countries. While it remains unpaid the 
debt will carry an interest charge of 
3} per cent. The agreement also pro- 
vides for the restoration to German 
owners of trade marks, patents and the 
like seized during the war and of the 
physical assets of local German _ in- 
dustrial concerns that were expropriated 
at that time. 


Free Peso Falls—'To ease pressure on 
official gold and foreign exchange re- 
serves, the authorities have decreed that 
exchange for many items previously 
provided from official sources will in 
future have to be obtained in the free 
market. ‘The effect of this switching 


has been to bring about a further fall in 
the value of the free peso. 


Ending Stock Market Support—'The 
Government has entrusted the central 
bank with the task of liquidating the 
institution set up during the Peron 
regime to prevent violent fluctuations in 
stock market prices. ‘The institution has 
large holdings of stock which cannot be 
quickly disposed of in the _ present 
depressed state of the stock market. 


AUSTRALIA 
The Trade Recovery—T'rade figures 


for the year to June 30, 1957, show a 
surplus of exports over imports of 
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£A276 millions, compared with a deficit 
of £A39 millions in 1955-56. It is 
estimated that, after invisible items have 
been allowed for, external payments for 
the year will show a surplus of some 
£A100 millions. ‘The trade improve- 
ment was due partly to a decline in 
imports of more than £A100 millions to 
£A719 millions and partly to the buoy- 
ancy of exports, which reached £A994 
millions. 


Budget Surplus—The Commonwealth 
Government achieved an_ ordinary 
revenue-expenditure surplus of {A111 
millions in the year to the end of June, 
£A3 millions more than _ estimated. 
After allowing for spending on capital 
account there was a surplus of £A17 
millions. 


Trade Pact with Japan—<An important 
new trade agreement has been signed 
with Japan (see under “ Japan ”’’). 


BELGIUM 


Benelux Treaty—At a conference of 
Ministers of the three Benelux countries 
held in June, final form was given to the 
Benelux treaty of economic union be- 
tween the three countries. It was indi- 
cated that the treaty was expected to be 
signed in the early autumn. 


CANADA 


Wheat Policy—The new Conservative 
Prime Minister, Mr Diefenbaker, has 
declared that Canada will pursue an 
‘‘ aggressive sales policy ”’ in the wheat 
market. Any measures taken would, 
however, take account of Canada’s inter- 
national obligations under the General 
Agreement on ‘Tariffs and Trade and 
other pacts. 


CENTRAL AFRICAN 
FEDERATION 


£138 Millions Investment Plan—'The 
Federal Government’s four-year develop- 
ment plan for 1957-61 provides for 
total outlays of £138 millions. Of this, 
some £60 millions will be devoted to 
hydro-electric and other power schemes 
and some £40 millions to improving the 
railway system. Official estimates indi- 
cate that about £41 millions will need 
to be raised by borrowing. 


Import Freeing—It has been decided 
to lift all restrictions on imports of 
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vehicles from OEEC countries and to 
place certain goods from the dollar area 
on open general licence. 


CEYLON 


Tax on Bank Debits—Presenting his 
budget statement for the fiscal year 
beginning on October 1, 1957, the 
Finance Minister, Mr Zoysa, announced 
plans for introducing a tax on bank 
debits to help close the expected deficit 
of Rs 200 millions in the Government’s 
accounts. ‘The tax is to be at one-tenth of 
1 per cent on all items debited to cur- 
rent accounts held with commercial 
banks, except on Government trans- 
actions and debits to a bank’s own 
account with another banking institution. 
The new tax has been criticized by 
bankers and other businessmen on the 
grounds that it will discourage the bank- 
ing habit and increase income _ tax 
evasion through the use of cash for 
commercial operations. 


Profits Tax Changes—'The budget also 
provided for an increase of 5 per cent 
in profits tax. However, to promote 
increased capital formation, exemption 
from income tax is to be granted for 
profits invested in approved projects for 
essential development during a three- 
year period from April 1, 1957. 


State Manufacturing Plans — The 
Government is to introduce legislation 
to enable it to set up state corporations 
to operate projects for the manufacture 
of salt, sugar, cotton yarn, textiles, 
cement, fertilizers and for limenite re- 
fining. A study will also be made of 
iron ore resources with a view to the 
possible establishment of an iron and 
steel industry within the country. 


CHINA 


Cutting Engineering Imports—The 
Chinese Vice-Premier, Po I Po, has 
announced that the Government is 
planning to reduce imports of machinery 
and vehicles in order to encourage the 
growth of domestic engineering in- 
dustries. It is intended to expand 
exports of minerals and industrial pro- 
ducts to enable larger purchases of other 
goods to be made abroad. Mr Po de- 
clared that industrial output in 1957, 
the fifth year of the first five-year plan, 
would be some 13 per cent higher than 
was originally envisaged and would be 
almost as large as production of agri- 
cultural products. 











COLOMBIA 


Exchange Reform — The country’s 
foreign exchange system has been com- 
pletely overhauled; and a stand-by credit 
of $25 millions has been received from 
the International Monetary Fund in 
support of the new system. Exchange 
transactions arising from exports and 
imports of merchandise are now being 
channelled through a market in exchange 
certificates where rates will be deter- 
mined by supply and demand. _ Ex- 
porters disposing of foreign exchange 
are given exchange certificates, while 
importers must surrender such certi- 
ficates to the banking system before 
being granted foreign currency. But 
exporters have to pay a 15 per cent tax 
on foreign currency surrendered, and 
importers a 10 per cent levy on all their 
transactions. The proceeds of these 
taxes are to be used by the Colombian 
authorities for reducing the country’s 
arrears of commercial remittances. 


Free Peso Rises—Certain capital trans- 
actions will also go through the certi- 
ficate market, leaving the free market to 
handle, broadly speaking, only a portion 
of the capital account business, financial 
remittances and certain other non-trade 
transactions. Immediately after the new 
system came into operation, the peso was 
being traded at a rate of about 5 to the 
dollar in the certificate market, com- 
pared with the official parity rate of 25. 
In the free market the peso improved to 
about 63 to the dollar from its previous 
level of about 73. 


CZECHOSLOVAKIA 


Tourist Exchange Rate—Czecho- 
slovakia has doubled the rate of exchange 
against the main Western currencies 
applied to tourist and certain non- 
commercial transactions. ‘This brings 
the rate for sterling up to 39.80 crowns 
to the pound. 


DENMARK 


IMF Loan—The International Mone- 
tary Fund has_ granted Denmark’s 
request for a loan of $34 millions to 
reinforce the country’s external reserves. 
Measures taken from the end of 1954 
onwards to deal with the deficit in the 
country’s balance of payments succeeded 
in stemming the drain on reserves during 
most of 1955 and 1956. But a new 
upsurge in imports, believed to have 


been touched off by the re-emergence of 
inflationary stresses within the country, 
has given rise to further losses of gold 
and foreign exchange since the beginning 
of 1957. In consequence, the excess of 
Denmark’s short-term foreign exchange 
liabilities over gold and foreign currency 
holdings had risen to about Kr 400 
millions. 


EGYPT 


Canal Pipeline?—It was announced 
last month that no agreement had been 
reached in talks between the Egyptian 
Government and Mr Onassis, the Greek 
shipowner, on a proposal to form a 
limited commercial company to con- 
struct twin pipelines along the Suez 
Canal to carry oil from Suez to Port 
Said. 

Egyptian £ Strengthens—'T he easing 
of political tension in the Middle East 
and the reopening of the Suez Canal 
have been followed by some strengthen- 
ing of the Egyptian pound on inter- 
national currency markets; the free 
market value of the Egyptian pound-note 
has recovered about a quarter of the 33 
per cent decline in value it suffered in 
ihe nine months from the middle of 
1956. 


ETHIOPIA 
World Bank Loan—The World Bank 


has made a loan of $15 millions to 
Ethiopia for financing the extension and 
modernization of the highway system. 
This is to cover the external cost of 
projects involving total outlays of some 
$38 millions. ‘The advance is for a 
period of twenty years and carries an 
interest rate of 53 per cent. 


FINLAND 


OEEC Limits Exports—Member coun- 
tries of the OEEC agreed in June to 
operate a system of voluntary restriction 
of their exports to Finland during the 
six months to the end of September, 
1957, to help Finland to deal with the 
difficulties in its external payments. 
They undertook at the same time to 
maintain or extend their liberalization 
of imports from Finland. 


FRANCE 


Stimulating Exports— It has been 
announced that new steps are to be 
taken to stimulate French exports. These 
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will include the formation of special 
export companies to co-ordinate attempts 
by small and medium-sized concerns to 
enter the export field. 


Bank Staff Strike—A strike of bank 
employees in support of union demands 
for higher salaries resulted in serious 
interference with banking services early 


in July. 


GERMANY 


$100 Millions to World Bank—The 
Government has agreed to make a loan 
of $100 millions to the World Bank. 
The money is being made available in 
dollars. Germany will hold 4} per cent 
notes of the World Bank maturing in 
1958-60. 


Conditional Aid for France — Dr 
Erhard, the Minister of Economic 
Affairs, has announced that Germany 
would be prepared to help France over- 
come its financial difficulties but that 
such help would have to depend on 
measures being adopted by France to 
put its economy on a healthy basis. 
The German trade surplus has risen to 
still higher levels in recent months. 








Tariff Cut Ahead?—Provision has been 
made to cut tariff rates by up to 25 per 
cent in the autumn. Imports from 
Japan, Latin America and certain Middle 
East and Far Eastern countries have 
been further liberalized. 


New Central Bank—A revised version 
of the Bill setting up a Federal Bank of 
Issue to replace the Bank deutscher 
Lander has been approved by the 
lower house. ‘The Bill provides that 
the bank will be independent of the 
Government, which will, however, ap- 
point directors of the bank. The share 
capital of Dm 290 millions will be sub- 
scribed by the State. The move is 
reported in more detail in a_ note 
on page 492. 





INDIA 


Further Import Cuts—In view of the 
continuing decline in foreign exchange 
reserves, the Government announced at 
the end of June that there would be a 
suspension of import licences during the 
July-September quarter except for capital 
goods entering the country under de- 
ferred payments arrangements. 
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Seeking External Credits—Mr Nehru, 
the Indian Prime Minister, has indi- 
cated that an effort will be made to 
obtain credits from the United Kingdom 
or elsewhere. At a press conference held 
while he was attending the conference 
of Commonwealth Prime Ministers in 
London he declared that enormous 
difficulties were facing India in its 
attempt to fulfil the five-year plan and 
that a loan of £200 millions would be 
‘very helpful ”’ in enabling the country 
to tide over its foreign exchange diff- 
culties during the next year or two. 
However, the British Government has 
not felt eble to grant a loan on anything 
like this scale itself; while the possibility 
of borrowing on the London market is 
prejudiced by the uncertainty over 
India’s trustee status by reason of its 
break with the Crown. 


The Gold Hoards—Mr Nehru has 
made an appeal to members of the 
Indian public to hand over gold and 
jewellery to the Government and “‘ take 
whatever is equivalent ”’ to help extricate 
the country from its external payments 
crisis. But it has been reported that, 
after further consideration, the plan for 
mobilizing privately-held gold has been 
shelved, partly because it was feared 
that the additional currency needed to 
purchase the gold would add to infla- 
tionary stresses. 


Plan to be Pruned ?—In a letter to 
the Cabinet, Mr Nehru has pointed out 
that, in view of the possibility that the 
second five-year plan will now cost 
Rs 60,000 millions instead of the Rs 
48,000 millions originally contemplated, 
it might be necessary to shelve some of 
the less important projects. 


Concession for Banks—Banks and a 
number of other classes of enterprises 
have been exempted from the obligation 
imposed by the budget on companies to 
deposit with the Government a propor- 
tion of undistributed profits, develop- 
ment rebates and depreciation allow- 
ances. ‘The exempted categories are: 
Government companies, statutory cor- 
porations, banking, insurance and hire- 
purchase companies, financial corpora- 
tions, electricity supply companies, and 
air and shipping concerns. 


Curbing Remittances—The Govern- 
ment has withdrawn facilities for ex- 
change remittances abroad by the general 
public; transfers of company earnings 
are not affected. 


It has been announced that an internal 
loan for Rs 1,000 millions is to be 
launched. 


IRAQ 


New Government—Senator Ali Jaw- 
dat, Prime Minister of the Government 
formed after the resignation of General 
Nuri-es-Said’s administration, has an- 
nounced that there will be no major 
changes in policy in either the external 
or internal fields. He declared that the 
programme of economic development 
would be continued with a view to 
raising living standards. He attributed 
the country’s adverse trade balance to 
heavy imports connected with develop- 
ment projects and argued that the 
remedy lay in increased exports, par- 
ticularly of barley and dates. 


£7 Millions from IPC—Agreement 
has been reached with the Iraq Petro- 
leum Company on the dispute over the 
1953 accounts. ‘The company is to pay 
£7 millions of the £10 millions originally 
claimed by the Iraq Government. 


ISRAEL 


The Governor’s Warning— The annual 
report of the governor of the central 
bank draws attention to the continued 
growth of inflationary pressures and 
gives a warning that unless measures are 
taken to correct this trend a further 
devaluation may be necessary. 


Development Plan—A four-year plan 
for the expansion of the country’s in- 
dustry has been prepared by the Muinis- 
tries of Commerce and Industry and 
submitted to the Economic Advisory 
Council for consideration. It envisages 
the creation of 380 industrial enterprises 
and the expansion of 200 existing con- 
cerns through local investment to a total 
of some 1£500 millions. 


Foreign Capital Missions—Represent- 
atives of a number of the larger German 
industrial concerns have visited the 
country to investigate the possibility of 
investing West German capital in Israel 
other than in connection with the 
Reparations Agreement. A study mission 
of the US Export-Import Bank is also 
visiting Israel in connection with the 
Government’s application for a loan of 
$75 millions to be used for agricultural 
development and irrigation. 


Encouraging Immigrant Funds—To 
encourage the import of capital funds 


S45 











rather than goods by immigrants, the 
Government has decided to fix the ex- 
change rate for conversion of immigrants’ 
funds at [£2.5 per dollar, compared with 
the ordinarv rate of I1f 1.8, for sums up to 
$10,000. 


ITALY 


Dollar Import Freeing—It has been 
announced that liberalization of dollar 
imports is to be raised to more than 
70 per cent. The decision is explained 
partly by the fact that the Italian deficit 
in the European Payments Union now 
exceeds Italy’s quota, so that deficits 
with European countries must be settled 
wholly in dollars. 


JAPAN 


$125 Millions from IMF—To make 
good part of the recent loss of external 
reserves—they fell by about $400 mil- 
lions to $1,000 millions in the first half 
of 1957—a purchase of $125 millions 
has been made from the International 
Monetary Fund. 





Australia Ends Discrimination—A 
new trade agreement concluded with 
Australia will have the effect of largely 
ending discrimination against Japanese 
goods in Australian import licensing. 
It has been estimated that the effect will 
be to raise Australian purchases from 
Japan by some £10 millions to £25 
millions a year. 


Discouraging Imports—As a further 
measure to restrain the growth of im- 
ports, the prior deposit that importers 
are required to make before being 
granted licences has been raised to 5 per 
cent for most items. Some imports, 
however, are still automatically author- 
ized without prior deposits. The 
Ministry of Trade has announced new 
measures to aid exports, including 
arrangements for easier credit terms and 
tax concessions. 


MALAYA 


Constitution for Independence— The 
proposed new Malayan Constitution to 
be introduced when Malaya becomes 
independent at the end of this month 
has been agreed to by the United 
Kingdom Government, the Malayan 
Federal Government and the Rulers of 
the States. 


Singapore’s Capital Needs—A survey 
of the economy of Singapore drawn up 
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by the Economic Adviser to the Govern- 
ment, Mr F. C. Benham, points out 
that more capital is needed for both 
public and private development in 
Singapore. 


NEW ZEALAND 
£235 Millions for Power — The 


Government has announced a _ new 
power development programme involv- 
ing total investment of £235 millions 
over a period of 13 years. 


PAKISTAN 


Bigger Import Quotas ?>—Larger im- 
ports of consumer goods are expected to 
be permitted by the import regulations 
for the second half of 1957. At the same 
time, the State Bank has _ instructed 
commercial banks to restrict credit for 
the import of manufactures and certain 
other items to 60 per cent of the value 
of the goods. 


PORTUGAL 


More Capital Outlays—The Govern- 
ment has decided to allocate additional 
sums equivalent to £15 millions sterling 
for spending under the 1953-58 develop- 
ment plan during the last two years of 
the programme. About half this sum 
will be used for initial qutlays connected 
with the creation of an iron and steel 
industry, and most of the remainder for 
constructing hydro-electric plants. 


Transfers from Angola—The Lisbon 
Chamber of Commerce has complained 
about delays in transfers of escudos from 
the Portuguese colony of Angola. It is 
said that Portuguese, British and other 
exporters to Angola have had to wait as 
long as twelve months for payment. 


RUMANIA 


The exchange rate against the main 
Western currencies applicable to the 
conversion of foreign currency in con- 
nection with tourist and certain other 
non-commercial transactions has_ been 
doubled. ‘This brings the rate to 33.60 
lei to the pound. 


SOUTH AFRICA 


Ban on London Stock Transfers— 
Transfers of stock from the London to 
South African registers will not in future 
be permitted. The rise in interest yields 
on gilt-edged securities quoted on the 
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London market has resulted in South 
African stocks being purchased in Britain 
for repatriation to the Union, where 
vields on comparable stocks are lower. 
Such transfers were reducing the Union’s 
liquid external reserves. 


Smaller Capital Inflow—Reserve Bank 
statistics indicate that there was a net 
inflow of private capital into the country 
of £5 millions in the first quarter of 1957 
compared with one of £12 millions a 
vear before. The Minister of Economic 
Affairs has declared that 90 per cent of 
the finance needed for development can 
now be found within the Union. 





Investment Down—A survey prepared 
by the head of the Department of 
Economics in the University of Pretoria, 
Dr Franzen, shows that total domestic 
capital formation in 1956 was down 
by £25 millions, to £479 millions. ‘This 
represented about 24 per cent of gross 
national expenditure. 


SWEDEN 
Bank Rate Clash—The Riksbank last 


month raised the Bank rate from 4 to 
5 per cent. The ensuing clash with the 
Government is reported in a note on 
page 493. 





APPOINTMENTS AND RETIREMENTS 


Treasury Changes 


The retirement of Sir Herbert Brittain at the end of June has prompted a 


reshuffle of duties of senior officers of the Treasury. 


Since October last, when 


Sir Roger Makins and Sir Norman Brook became joint permanent secretaries, 
with responsibilities respectively for economic and financial policy and for 
establishment and machinery of government, they have been served by three 


second secretaries. 


Sir Herbert Brittain (dealing with home finance and supply) 


and Sir Leslie Rowan (dealing with external finance) have assisted Sir Roger 


Makins, and Sir Thomas Padmore has assisted Sir Norman Brook. 


Sir ‘Thomas 


now takes over from Sir Herbert, leaving Sir Norman Brook in direct charge of 


third secretaries on establishments. 


The Treasury announces also that Sir Lionel Thompson, deputy master and 
controller of the Royal Mint, is to retire at the end of this month; he will be 
succeeded by Mr J. H. James, an under secretary in the Admiralty. 


Bank of London & South America—Mr 
R. A. McWilliam has been elected to the 
board, and will in due course relinquish the 
post of general manager; he will then con- 
tinue as full-time director concerned with 
banking policy. Mr J. Grahame, chief 
manager, Argentina, and Mr R. V. Low, 
assistant general manager, are to become 
joint general managers. 

Barclays Bank—Park Lane: Mr A. W. F. 
Paskins to be deputy manager. 27 Regent 
St: Mr R. H. Everett to be assistant manager. 
Hassocks: Mr B. N. Edwards to be manager. 
Chartered Bank—Mr D. Beath and Mr 
5. Northcote have been appointed joint 
general managers on retirement of Mr L. J. 
Blanchard. 

District Bank—London, Cornhill: Mr G. F. 
Dargavel to be accountant. Blackpool, 
Talbot Rd: Mr E. A. Hill from Bourne- 
mouth to be manager. Eccles: Mr N. R. 
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Bowtell to be accountant. Manchester and 
Salford, Broughton Bridge: Mr D. C. Larrad 
from Eccles to be manager. Preston: Mr 
K. R. Griffiths from Talbot Rd, Blackpool, 
to be manager. Uttoxeter: Mr N. S. Kidd 
to be manager. 

Lloyds Bank—Sir James Turner has been 
elected to the board. Head Office, Over- 
seas Dept: Mr W. M. Dennis to be a 
manager’s assistant. London, City: Mr 
H. N. Padwick to be an assistant manager 
on retirement of Mr R. E. H. Norris. 
Brecon: Mr S. G. Thomas from Cinderford 
to be manager on retirement of Mr W. W, 
Hughes. Hastings: Mr J. G. C. Toope 
from Staff College to be manager. Bristol, 
Horfield: Mr D. M. Atkinson from Stafford 
to be manager. Jersey: Mr H. E. H. 
Gabriel from Hastings to be manager on 
retirement of Mr H. C. Jones. Lough- 
borough: Mr G. S. Cubitt from Norwich to 














be manager on retirement of Mr J. 5S. 
Berrington. Nottingham: Mr W. B. Fowler 
from Sheffield to be manager on retirement 
of Mr W. B. Finch. Redcar: Mr E. G 
Parton from Keswick to be manager. 

Martins Bank—London, Hendon: Mr R. G. 


Thackeray from Waterloo Place to be 
manager. Bristol, Broadmead: Mr A. C. 
Bater from Worcester to be manager. 


Liverpool, Woolton: Mr A. Hallam from 
Childwall to be manager. 

Midland Bank—Mr W. B. J. Partridge 
from Threadneedle St to be an area repre- 
sentative (London Division); Mr H. N. 
Iley from New St, Birmingham, to be an area 
representative (Midlands Division). Head 
Office: Mr S. G. Poore from Eastcheap to 
be a superintendent of branches in succession 
to Mr J. L. Boss; Mr J. B. Newland from 
King St, Manchester, to be a superintendent 
of branches in succession to Mr T. C. 
Bouttell. London—Baker.St: Mr M. H. 
Ostler from Bayswater to be manager in suc- 
cession to Mr V. E. Mills; Queensway, Bays- 
water: Mr W. B. Plackett from Wimbledon 
to be manager in succession to Mr M. H. 
Ostler; Brockley; Mr N. Wilson from Isling- 
ton to be manager on retirement of Mr K. T. 
Todd; Manor Park: Mr S. C. W. Copper- 
wheat to be manager; 280 Old Kent Rd: 
Mr E. V. Marks to be manager on retire- 
ment of Mr S. J. Rowell; Wimbledon Broad- 
way: Mr V. E. Mills from Baker St to be 
manager in succession to Mr W. B. Plackett. 
Birmingham—New St: Mr H. Reed from 
Bennetts Hill to be manager in succession to 
Mr H. N. Iley; Bennetts Hill: Mr E. C. 
Bird from Temple Row to be manager in 
succession to Mr H. Reed; Temple Row: 
Mr T. C. Bouttell to be manager in suc- 
cession to Mr E. C. Bird. Bromley Hill: 
Mr C. J. Steel from Curzon St to be 
manager in succession to Mr C. W. Keeble. 
Hillingdon: Mr A. W. Wilson to be manager. 
Hoylake: Mr G. L. Stones from Liverpool 
to be manager on retirement of Mr W. R. 
Ryder. Kettering: Mr H. W. Cox from 
Rushden to be manager on retirement of 
Mr P. Howdle. Aull, Anlaby Rd: Mr S. 
Willans from Hull to be manager on retire- 
ment of Mr C. Baker. Leigh (Lancs): Mr 
J. E. F. Salmon to be manager. Liverpool, 
Foreign Branch: Mr F. B. Mitchell from 
Poultry and Princes St to be manager in 
succession to Mr E. G. Grimbly. Marl- 
horough: Mr J. E. G. Bown from Lyme 
Regis to be manager in succession to Mr 
P. E. Cook. Nezecastle upon Tyne, Quayside: 
Mr D. Colbeck from Mosley St to be 
manager on retirement of Mr J. C. Black- 
lock. Reigate: Mr P. E. Cook from Marl- 
borough to be manager in succession to late 
Mr E. W. Stagg. Rushden: Mr R. W. A. 
Mullins from Luton to be manager in suc- 


cession to Mr H. W. Cox. Sidcup: Mr 


C. W. Keeble from Bromley Hill to be 
manager on retirement of Mr C. L. Bennett. 
National Provincial Bank — London — 
Edgware: Mr J. G. Page to be manager 
on retirement of Mr S. G. Heyhoe; Hackney: 
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Mr A. G. M. Gillings from Kilburn to be 
manager; Putney: Mr L. R. Cripps from 
Hackney to be manager on retirement of 
Mr J. C. A. Tudor; Wigmore St: Mr J. M. 
Truelove from Head Office to be manager 
on retirement of Mr L. A. Ward. Bristol— 
Old Bank Branch: Mr C. W. M. Young 
from Bristol to be manager; Fishponds: 
Mr L. G. Connett from Knowle to be 
manager on retirement of Mr F. F. Gossling. 
Cheltenham—Trustee Branch: Mr F. Aspinall 
from Cheltenham to be manager; Mont- 
pelter: Mr H. G. Rugg from Christchurch 
to be manager on retirement of Mr R. F, 
Heard. Christchurch: Mr J. B. Croft from 
Kingston-on-Thames to be manager. Cleck- 
heaton: Mr H. F. Gadsby from Shipley to be 
manager on retirement of Mr A. C. Slawson. 
Petersfield: Mr G. S. Phillips from East- 
bourne to be manager on retirement of Mr 
H.C. Ray. Sandown, loW: Mr H. H. While 
from Newport, loW, to be manager. Strat- 
ford-on-Avon: Mr 'T. Muggridge from 
Worcester to be manager on retirement of 
Mr C. R. Lusty. Wellington, Salop: Mr E., 
Mitchell from Sandown, IoW, to be manager 


on retirement of Mr R. H. Henderson. 
Withernsea: Mr W. Barraclough to be 
manager. 


Royal Bank of Scotland—Mr Kenneth 
Murray, after twenty-two years as an 
ordinary director, during ten of which he 
was chairman of the bank, is to retire from 
the boards of the Royal Bank of Scotland 
and its associate banks, Glyn, Mills & Co 
and Williams Deacon’s. 

Standard Bank of South Africa—Mr 
A. A. Q. Davies, formerly deputy chief 
general manager in South Africa, to be 
chief general manager in South Africa in 
succession to Mr A. McK. White. 
Westminster Bank— Mr Sylvester G. Gates 
has been appointed a deputy chairman in 
succession to Sir William Coates who has 
retired from the board. The Marquess of 
Salisbury has been re-appointed to the 
board. Lord Weeks has resigned from the 
board. London, Foreign Branch Accountant's 
Dept: Mr L. G. Newman to be accountant 
on retirement of Mr W. R. Berry. Cam- 
bridge: Mr H. W. G. R. Marriott from Can- 
terbury to be manager on retirement of Mr 
W. M. Bayley. Canterbury: Mr G. Stokoe 
from Petersfield to be manager. Hinckley: 
Mr N. W. Harrison to be manager on retire- 
ment of Mr J. W. Butterworth. Hindhead: 
Mr M. J. C. Gunner from Plymouth, Mut- 
ley Plain, to be manager. Hove, Church Rd: 
Mr C. M. Lodge from Boscombe to be 
manager in succession to the late Mr L. A. 
Mornement. Melbourne: Mr F. G. Hard- 
man from Birmingham to be manager on 
retirement of Mr F. D. Darlington. North- 
enden: Mr R. G. Barker from Kirkby to be 
manager. Petersfield: Mr A. J. Ling from 
Hindhead to be manager. Seaford: Mr 
F. H. Hope from ‘Tadworth to be manager. 
Sherborne: Mr F. J. Wheeler from Minehead 
to be manager. Solthull: Mr B. K. Lawson 
from Dudley to be manager. 











BANKING STATISTICS 


Trend of “Risk ’’ Assets 


(£ millioxs, except for italicized figures, which show percentage of gross deposits) 

















Change Change 
1956 — 1957 on latest on 
June April May June month year 
Barclays: 
Advances .. 380.1 395.9 393.7 417.8 + 24.1 37.7 
ee i 28.4 29.1 28 .6 29.6 
Investments 445.6 489.8 489.8 489.9 0.1 + 44.3 
% 33.3 35.9 35.6 34.7 
Lloyds: 
Advances .. 348.9 381.3 390.9 401.4 10.5 §2.5 
% - 30.7 34.2 34.6 33.9 
Investments 356.4 343 .6 343.1 334.6 —- 8.5 —~ 21.8 
oo 31.3 30.8 30.3 28.2 
Midland: 
Advances .. 420.7 409 .3 414.4 433.1 +18.7 + 12.4 
% eg 30.4 30.2 30.2 30.6 
Investments 462.3 432.6 452.5 452.6 + 0.1 - 9.7 
%, ¥ . 33.4 31.9 33.0 32.0 
National Provincial: 
Advances .. 278.5 276.8 267 .0 271.1 + 4.1 —- 7.4 
%, re 36.5 38.1 36.7 35.5 
Investments 211.6 213.0 213.1 213.0 — -° 2.9 
% me 7 ie | 29.3 29.0 27.9 
Westminster: 
Advances . 270.1 255.3 257.0 267 .6 10.6 —- 2.5 
% a 33.5 31.9 31.6 32.1 
Investments 249.3 242.4 247 .3 253.3 - 6.0 4.0 
A 30.9 30.3 30.4 30.4 
District: 
Advances .. 69.3 68.6 70.7 74.1 2.4 + 4,8 
My oi 30.3 29.7 30.2 30.5 
Investments 73.1 68.7 68.7 68.7 — —- 4.4 
% 32.0 29.8 29.3 28.3 
Martins: 
Advances .. 91.2 91.7 91.3 91.4 0.1 0.2 
Y% 30.1 30.9 30.0 29.6 
Investments 80.9 89.1 89.1 89.1 — 8.2 
% “3 26.7 30.0 29.3 28.9 
Eleven Clearing Banks: 
Advances .. 1s ‘tae 1,993.5 1,998.5 2,079.8 + 81.3 +- 104.8 
% + 31.5 ho ae 31.8 32.1 
Investment 1,962.8 1,969.1 1,994.2 1,988.8 — 5.4 26.0 
Y, 31.3 31.7 31.7 29.9 
Trend of Bank Liquidity* 
1955 1956 1957 





Mar Dec Jan Mar May June Dec Jan Mar May June 
oO oO 0 


% % % % oO oO % % % % % 

Barclays wee .8e B.i H.S 2.0 HR. OS MS Ee aeee: oeaF 
Lloyds . wee: SOS MSA BS RS TB oe as ee le: ee 
Midland . ak 2 87.7: BRO RS 22.6 Gis. See 2 ae aw 
National Prov 7 2:7 wee M.S. Bs 2 ws eee a ee ee 
Westminster.. 29.7 36.3 37.7 33.1 32.4 31.3 37.6 37.9 34.3 34.1 33.0 
District .§ 2.5 BSD 6.0. 37.2. 6.80 MI BF Be 2.7 Aw wea 
Martins .. BS BS B.S 2.3 BB. Bs -eak See ae eee Bee 
All Clearing 

Banks . DS 37.4 6 H.1 33.2 B.S 32.4 37.4 BE BP 4 


* Cash, call money and bills shown as percentage of gross deposits. 
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Banking Trends since World War I* 


































Net Liquid Invest- Combined 
Averages Deposits Assets Ratiot TDRs ments Advances Ratiot 
of Months: {mn mn % £mn {mn % 
1921 1,759 680 38 a 325 833 64 
1922 1,727 658 37 — 391 750 64 
1923 1,628 581 35 a 356 761 67 
1924 1,618 545 33 —~ 341 808 69 
1925 1,610 539 32 —- 286 856 69 
1926 1,615 532 32 — 265 892 70 
1927 1,661 553 32 — 254 928 69 
1928 1,711 584 33 ~= 254 948 68 
1929 1,745 568 32 -- 257 991 69 
1930 1,751 596 33 a 258 963 68 
1931 1,715 560 32 oo 301 919 69 
1932 1,748 611 34 — 348 844 67 
1933 1,909 668 34 — 537 759 66 
1934 1,834 576 31 -— 560 753 70 
1935 1,951 623 31 o 615 769 69 
1936 2,088 692 32 — 614 839 68 
1936 2,160 713 32 oo 643 865 68 
1937 2,225 683 30 -— 652 954 70 
1938 2,218 672 30 — 637 976 71 
1939 2,181 648 29 — 608 991 71 
1940 2.419 785 31 73 666 955 65 
1941 2,863 676 23 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
1943 3,554 723 20 1,002 1,147 747 52 
1944 4,022 788 19 1,387 1,165 750 46 
1945 4,551 886 19 1,811 1,156 768 41 
1946 4,932 1,280 25 1,492 1,345 888 44 
1947 5,463 1,646 29 1,308 1,474 1,107 46 
1948 5,713 1,703 29 1,284 1,479 1,320 47 
1949 5,772 1,920 32 983 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,603 52 
1951 5,931 2,308 38 247 1,624 1,822 56 
1952 5,856 2,097 34 1,983 1,838 62 
1953 6,024 2,201 35 ~- 2,163 1,731 62 
1954 6,239 2,190 34 --- 2,321 1,804 64 
1955 6,184 2,098 33 ~~ 2,149 2,019 65 
1956 6,012 2,218 35 -— 1,978 1,897 62 
1951: 
Oct 5,981 2,423 39.1 177 1,555 1,897 55.7 
Nov 5,973 1,981 32.0 108 2,033 1,925 64.0 
1956: 
June 5,971 2,109 33.5 - 1,963 1,975 62.8 
Dec 6,305 2,492 37.5 _ 1,980 1,913 58.5 
1957: 
Mar 5,897 2,008 32.6 -—- 1,993 1,977 64.4 
April 5,908 2,025 32.7 — 1,969 1,994 63.9 
May 5,980 2,065 32.9 — 1,994 1,999 63.5 
June 6,164 2,166 33.4 a 1,989 2,080 62.7 
* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
t Ratios to gross deposits, i.e. including items in course of collection. 
Floating Debt 
July 21, June 22, June 30, July 6, July 13, July 20, 
1956 1957 1957 1957 1957 1957 
Ways and Means Advances: {mn {mn {mn {mn {mn {mn 
Bank of England .. a -— — Fe — 0.5 
Public Departments 277 .6 258.1 259.7 248 . 3 256.1 242.7 
Treasury Bills: 
‘Tender 3,310.0 2,930.0 2,930.0 2,940.0 2,960.0 2,980.0 
Tap 1,256.6 1,714.1 1,751.9 1,746.4 1,756.7 1,784.9 
4,844.2 4,902.2 4,941.6 4,937.9 4,972.2 5,008.1 
SSC 
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National Savings 


(£mns: Receipts into Exchequer reported during period) 


Savings Total 

Certi- Defence Savings Premium ‘Total Accrued Defence Remain- 

ficates Bonds Banks Bonds Small Interest Bond ing In- 

(net) (net) (net) (net) Maturity vested* 

1952-53 .. +22.8 -10.7 -131.6 — —119.5 88.3 45.5 6,020.9 

1953-54 .. +19.0 +- 0.3 - 79.3 - 60.0 88.6 -38.4 6,008 .7 

1954-55 .. +46.0 51.1 - 35.4 a 61.7 88.8  -28.8 6,126.2 

1955-56 .. +19.7 21.5 — 80.4 co — 39.2 82.7 -50.8 6,123.6 

1956-57 .. +72.0 + 3.2 —-20.6 +65.0 +119.5 35.5 -38.9 6,124.0 
1956-57 

May jo a ee + 2.1 4.7 — &, 5.0 - 8.6 6,105.0 

June .. - 9.4 + 7.9 - 3.8 — - § 5. ~ 3.4 6,103.0 
1957-58 

May ao oie - 1.8 t 7.1 + 2.3 + 11.9 1.6 -5. 6,265.0 

June ‘ie Be y Bea - 8.4 4+ 9.9 + 0.8 * ee F 6,268 .0 


1 
2 
* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 





Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 
Net Gold and Dollar 


























Surplus (+) or Deficit (—) Financed by: 
Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change of Period 
Quarters EPU* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1946 .. is —- ~~ — 908 -— +1123 + 220 2696 
1947 .. - == — ~ 4131 — +3513 — 618 2079 
1948 .. ae - —— -1710 682 + $805 - 223 1856 
1949 .. is = ——. -— 1532 1196 + 168 —- 168 1688 
1950 .. .. + 14 +791 +- 805 762 + 45 +1612 3300 
>. i .. =112 — 876 — 988 199 — 176 — 965 2335 
ey ae .. —276 — 460 - 736 428 —- 181 — 489 1846 
[Ses .. .. +113 + 433 + 546 307 —- 181 + 672 2518 
1954 .. > es +-407 +- 492 152 — 400 + 244 2762 
1955 .. .. —169 — 406 - 575 114 — 181 — 642 2120 
1956 .. .. —211 — 408 - 619 66 + 566 + 8§=613 2133 
1956: 
Pans .. — 47 +187 + 140 17 —- + 157 2277 
a ~< ++ es + 54 + 99 9 — - 108 2385 
IIl.. .. —104 — 132 ~ 236 23 + 156 - 57 2328 
. SF .. 105 — 517 —- 622 17 + 410 —- 195 2133 
. 1957: 
January c. = iF —- 36 - 53 4 a - 49 2084 
February .. + 20 —- 20 -- 4 +t 59 + 63 2147 
March « +* —- 28 - 11 5 + 68 +- 62 2209 
aa .. + 20 — 84 - 64 13 + 127 + 76 2209 
April .. ii ae + 11 t- 5 2 + 104 + 111 2320 
May .. .. + 34f —- 10 + 24 1 —- + 25 2345 
June .. a i —- 22 - 38 | | 73 + 36 2381 
mwa ion: & - 21 - 9 4 + 177 + 172 2381 








* Portion of deficit or surplus settled in gold (in month following each accounting period). 

+ Payments comprised annual service charges on the US and Canadian loans in each 
December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt; 
repayment of $112 mns to IMF in 1954; further $7 mns on EPU funding in July, 1956; 
and $14 mns to IFC in August last. Quarterly instalments on Canadian post-war loan 
and monthly payments to EPU creditors not deducted. Credits comprised $4,909 mns in 
1946 from US and Canadian loans; $420 mns from IMF in 1947-49; $325 mns from 
S. African gold loan of 1948; $177 mns from sale of Trinidad oil company in September, 
1956; $30 mns from sale of US Govt bonds in November; $59 mns from India’s drawing 
on IMF in February, $68 mns in March and $73 mns in June. 

t Of which $28 mns due to German deposit for arms purchases. 
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BRITISH BANK OF THE MIDDLE EAST 





Another Successful Year 





The British Bank of the Middle East was 

held on July 9 at Winchester House, Old 
Broad Street, London, E.C., Sir Dallas Bernard, 
Bt. (Chairman of the Company), presiding. 

The following are extracts from his statement 
circulated with the report and accounts for the 
year ended March 31, 1957: 

In my statement last year I reminded you 
that the trade of the Middle East was not 
affected by political events to the extent that 
might be expected from a perusal of the news- 
papers in the United Kingdom. Crops have 
to be sown and harvested, the oil must be pro- 
duced and sold and imported requirements and 
exports have to be financed. We have no 
branches in Egypt or Israel, and although we 
were not unaffected by the closing of the Suez 
Canal and associated happenings, nevertheless 
the ill effects were less than might have been 
expected, and so I am glad to be able to report 
a satisfactory year’s trading, although our 
Deposits and Ancillary Accounts at £54,690,000 
are down by £3,238,000. 

Our Cash and Money at Call at £8,684,000 
is £660,000 higher than a year ago, but 
our Investments at £23,050,000 are down 
£3,718,000. Loans and Advances, £26,317,000, 
compare with £26,453,000 the previous year. 
Conditions ruling in the latter half of our 
financial year made it advisable to effect some 
curtailment of credit at a few branches, but at 
others business increased. 

Our liability for credits and guarantees on 
behalf of customers at £11,502,000 compares 
with £10,990,000 the previous year. We are 
continuing with our building programme and 
spent £124,000 during the year. Of this 
amount £72,000 represents expenditure on our 
fine four-storey building in Baghdad, which 
we occupied in February, and the balance is 
expenditure on our new office in Aden and on 
a house for our Manager in Baghdad. 


[th 68th ordinary general meeting of 


Allocations from Profits 

We have written off £50,000 from Bank and 
other Premises out of our profit for the year. 
£100,000 has been transferred from our Profit 
and Loss Account to Reserve, making the 
total of that account £1,900,000. With our 
Carry Forward of £171,000 the Reserves in the 
Balance Sheet now exceed £2,000,000. The 
Accounts again show a strong position and 
fully justify the final dividend of 6 per cent., 
which the Directors propose, making 10 per 
cent. for the year. 

At our Meeting a year ago, shareholders 
approved an increase in the authorised capital 
of the Bank from £1,500,000 to £2,500,000 by 
the creation of an additional 1,000,000 ordinary 
shares of £1 each, to be issued at such times 
and on such terms as the Directors thought fit. 
It was the intention of the Board at the time to 
issue 500,000 of these shares last autumn, but 
owing to the disturbed political situation which 
developed in the Middle East the Board decided 


to postpone making the issue until conditions 


AXV 


were more favourable. 

In November and December last, oil produc- 
tion fell, particularly in Iraq, and normal trans- 
port routes were interrupted, but thanks to the . 
supreme organizing ability of the great oil 
companies, which I think has been insufficiently 
appreciated, the effects in the United Kingdom 
were slight. ‘Total oil production of the Middle 
East in 1956 was 167,000,000 metric tons, 
against 161,000,000 metric tons in 1955 and 
133,000,000 metric tons in 1954. 

I will now mention separately the areas where 
we have branches. 


The Branches 

Aden.—The construction of our new office 
premises is proceeding satisfactorily. 

Bahrain.—The volume of trade was main- 
tained. A new bank opened its doors in 
Bahrain in January of this year. This is the 
Bank of Bahrain, incorporated in Bahrain by 
Charter from His Highness the Ruler, with 
limited liability. We have been glad to wel- 
come this new banking institution which has 
our fullest co-operation. 

India.—On January 14, 1957, the Banking 
Companies (Amendment) Act, 1956, came into 
force. This extended the wide powers of 
control the authorities, through the Reserve 
Bank, already enjoyed under the Banking Com- 
panies Act of 1949. The appointment of 
Managing Directors, Managers and Chief 
Executive Officers and their remuneration are 
now subject to the approval of the Reserve 
Bank, who are also authorized to depute an 
observer to report on the conduct of affairs of 
a banking company. 

Iraq.—Development work in Iraq proceeded 
on a large scale during the past year and a 
number of projects were completed. Our new 
main office building in Baghdad was completed 
and we were able to move in towards the end 
of February. We have decided to open 
another sub-branch there so that we shall have 
three offices in that city. Premises have been 
found and are being altered to suit our require- 
ments. 

Jordan.—Recent events have cast a heavy 
shadow across this small country, and although 
I am happy to say that our two branches at 
Amman and Jerusalem have been able to 
function throughout the year, except for a day 
or two when there was rioting in Amman, the 
volume of business has been much reduced. 
The treaty with the United Kingdom has, as 
you know, been terminated and adjustment to 
the new conditions following that act requires 
a little time. 

We have had another successful year, and 
that this is so is once more due to the ability 
and loyalty of our Staff—European and non- 
European. We have to thank them specially 
for their services during a year of great diffi- 
culty and tension, which called for courage as 
well as a high sense of duty. 

The report was adopted. 
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